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SUBMISSION OF 
CANADIAN PACIFIC RAILWAY COMPANY 


PART IT 
Mr, Chairman and Commissioners: = 


So many submissions have been made by the Provinces 
and by others during the hearings of your Commission and in 
their final briefs that Canadian Pacific deems it impracticable 
to follow in this part, the form of Part II of its Outline 
Submission, It was therefore deemed unnecessary to repeat, 
as was done in Part I of this Submission, the specific 
paragraphs of Part II of the Outline Submission, Canadian 
Pacific, however, does not abandon any of the submissions 
therein made, For the convenience of the Commission and 
in order that all of the submissions of Canadian Pacific 
may be available in one place, Part II of the Outline 
Submission of Canadian Pacific is repeated as an appendix 
at the conclusion of this part. 

The following additional submissions are made 
in answer to the principal submissions made to your 
Commission by provincial governments and others during the 
regional hearings and in their final briefs. For convenience 
these additional submissions will be divided into sections 
by subject matters. 

It has not been possible in the time available to 
answer in detail the submissions made by others to your 
Commission. Canadian Pacific does not desire to be taken 
as acceding to any of the submissions to which it does not 


make specific replies. 
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REGULATION OF RAILWAYS IN CANADA AS PROPOSED 


BY PROVINCIAL GOVERNMENTS AND OTHERE 


It has been difficult to select from among the 
various submissions presented to your Commission any entirely 
complete plan for revision of the regulatory powers of the 
Board in the matter of regulation of railways. For this reason 
and because of the fact that the Brief of Manitoba covers the 
ground more completely and indeed goes further than any other 
Single submission, the principal ref’erences in the submissions 


which follow will be to the Brief of Manitoba. 


Railways as Instruments of National Policy 


The basic concept underlying the plan of regulation 
put forward by Manitoba can be found beginning at the bottom 
of page 6 and continuing to page 8 of Chapter I of Manitoba's 
Brief. The following statement is mades- 


"That it is an historic fact that railways have 

always been regarded by the Dominion Government as 
instruments of national policy. To view them in 

any other way would be folly, because of the size 

of those railway systems, the strong quasi-monopolistic 
position which they occupy in many parts of the country, 
and the almost complete dependence of certain areas, 
notably the Prairies, upon the railways for the - 
provision of transportation services for their major 
products. This means that in Canada, railways cannot 
be regarded merely as business enterprises which are 
entitled to maximize their profits by applying strictly 
business principles without regard to regional needs, 
or national policy." 


On page 7 Manitoba's creed is stated as followss~ 
"The Government of Manitoba therefore takes the 
view that the Canadian railway system and the companies 
which operate it, must be regarded as national 
instruments which must be used in an equitable manner, 
having regard to the aims of national policy, the needs 
of regional development, and the maintenance of a 
satisfactory standard of service." 
The Brief goes on to point out that Manitoba however 
believes that the Canadian Pacific should continue to operate 
as a privately-owned system within that framework. 


The Province of New Brunswick arrives at the same result 
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by a slightly different process of reasoning. The argument 
of that Province (see Transcript p. 3982) is that the railways 
are part of the national policy and should be coordinated with 
other government policies, This in effect means that railway 
rates on manufactured goods should be low to offset ie 
difference in price between goods produced by Canadian 
manufacturers on the one hand and United States manufacturers 
on the other, Indeed, the idea was fairly definitely put 
forward that the freight rate structure should be a principal 
means by which the burden of the tariff on the Maritime 
Provinces should be lightened, In this view the earnings of 
the railways or the lack of them would be a matter of negligible 
importance. 

| In approaching an answer to the scheme of regulation 
which is built upon this concept, Canadian Pacific believes 
that it is necessary to point out that this basic concept 
is fundamentally socialistic and that it is, both as to fact 
and as to theory, a completely unsound basis upon which to 
approach an argument as to what should be the scheme of regu- 
lation of railways in Canada, 

In arguing that railways have historically been 
instruments of national policy, Manitoba assumes that because 
a railway was an instrument of public policy to the extent 
that governments found it necessary to subsidize their original 
construction, that aspect of instrumentality is synonymous with 
complete instrumentality. In effect Manitoba argues that a 
railway has no other function than as an instrument to be used 
by the Government of Canada for purposes of national policy in 
disregard of ordinary business standards. 

History shows, in the submission of Canadian Pacific, 
that the use of subsidies to promote the building of railways 


was as a rule limited to grants at the inception of construction. 
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Canadian Pacific elsewhere in its submissions to your 
Commission has given its view in general on the question of 
subsidies, It is one thing, in the view of Canadian Pacific, 
to grant subsidies at the time of initial construction or in 
a time of national emergency and quite another thing to make 
subsidies a matter of continuing national policy, It does not 
follow that, because the initial construction of railways had 
to be encouraged and indeed could only have been accomplished 
through government subsidies, this justifies looking upon the 
enterprise as a continuing instrument of national policy. 
The implication of this argument is that having granted subsidies, 
the government acquired a right to manage but without the 
responsibility of management which goes along with ownership. 
Manitoba goes on to argue from the importance of the 
position which railways occupy in relation to the public that 
they must necessarily be used as instruments of public policy. 
This, in the opinion of Canadian Pacific, is simply a non 
sequitur. The question is not whether railways should be 
regulated because of their importance to the public but rather 
how much regulation should properly be imposed. The 
justification for regulation is that of protecting the 
public from possibie abuses of the admittedly quasi- 
monopolistic position which railways occupied, particularly 
in the early days, and which they probably still have in 
relation to long haul traffic on at least basic commodities. 
The issue is one as to whether it is possible to extend 
the regulation of railways in keeping with Manitoba's concept 
while leaving railways or any of them in private hands. 
Manitoba's approach to the question of regulation is 
further amplified in Chapter II where the following statement 
is made at page 13:- 


"The foundation of the concept of regulation 
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of public utilities lies in a public recognition 

that the function of meeting certain of the 

community's economic needs will not be fulfilled 

adequately unless certain restraining influences 

are introduced," 

The Brief goes on to point out that although in 
most of the fields of economic activity the restraining 
influence is provided by the pricing mechanism, it has 

"long been recognized that public supervision 

in one form or another is required in those 
activities where the impersonal mechanism 

of the market has led to results which society 
finds unsatisfactory. The origins and develop- 
ment of public utility regulation can be 
explained largely in these terms. ™ 

On page 2 of Chapter II reference is made to the extent 
to which the economy of the country is dependent upon railways, 
and the suggestion is made that "in many areas the standard of 
rail service and the rates charged for that service almost 
completely determine the standard of living..." 

On page 4, after reviewing the dependence of Canada 
upon the railways, the view is put forward by Manitoba that 
the Board of Transport Commissioners should be charged with 
the responsibility of deciding both the quality of railway 
service to be provided and the rates which are to be paid for 
that service. 

In the submission of Canadian Pacific these generalities 
are far too sweeping upon which to base any theory of regu- 
lation. Note particularly the extravagant statement that the 
standard of rail service and rates almost completely 
determines the standard of living in many areas. If one 
accepts the theory outlined in this part of Manitoba's Brief, 
one cannot but conclude that one could not have in Canada any 
privately-owned railway system. This is because the whole 
theory involves subordinating ordinary business principles 
to the overriding principle of treating the railway as the 


instruments of national policy. In the opinion of Canadian 


Pacific it is not possible for private enterprise to function 
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in this capacity, Neither is it possible so to regulate 

private enterprise as to carry out such a concept without sub- 
stituting for the judgment of the management of the railways 
the judgment either of the Government or of a tribunal appointed 
by the Government. 

On pp. 3 and 4 the argument of Manitoba is further 
elaborated and the conclusion reached that "in a regulated 
field of enterprise the public should not be forced to accept 
the particular quality of service decided upon by the seller". 

This is, in effect, an argument that since the railway 
is an instrument of national policy and, as such, must be 
regulated and, since it is a quasi-monopolistic enterprise 
with regard to which ordinary competitive influences cannot 
work, the public cannot be forced to accept a quality of service 
which the railway chooses to offer. 

While conceding that this is true to a limited extent 
in the sense that may require that the regulatory body should 
ensure that the railways give adequate service at reasonable 
rates, Canadian Pacific points out that the argument of Manitoba 
proceeds to a more far-reaching conclusion than that, 

Canadian Pacific submits that it is clear that the 
Board of Transport Commissioners has adequate power under the 
Railway Act to ensure that the standard of service given by the 
railways is adequate for the needs of its customers and to ensure 
that the level of rates charged by the railways for their services 
are just and reasonable. Canadian Pacific believes that it is 
unsound and indeed unnecessary to carry regulation to a point 
beyond this. This is a very different concept from the more 
sweeping conclusion that since regulation is to be undertaken 
for that purpose it also should go to the length of specifying 
standards of maintenance, atin of service and all the other 
attributes of the system of regulation which Manitoba advocates. 


Canadian Pacific believes that private enterprise in the railway 
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field does require regulation but that the need for regulation 
becomes less and less as the railways lose their position of 
semi-monopoly in the presence of increasing competition of 
other forms of transport. Regulation should be no more than 
is necessary to ensure protection of the public against 
abuses. | 

Within the framework of the protection which the 
shippers already get under the Railway Act, the railway should 
be free to give the quality of service which will induce the 
shippers not only to use its service in preference to other 
railways, but to use its service in preference to competing 
carriers, 

Competition in service, rather than the adherence to a 
strict standard laid down by a regulatory tribunal, will provide 
the incentive by which in the end, the quality of service for 
a given level of rates will be maintained at the highest level. 
Moreover, Canadian Pacific believes that the fixing of a standard 
of service by a regulatory tribunal which has no responsibility 
directly to the owners of the railway property, would tend to 
stultify and restrict the process by which management brings 
about an increase in efficiency and accomplishes savings in 
operating expenses. 

Viewing the matter froma strictly logical and practical 
standpoint it can be said without fear of contradiction that 
it is in the railways’ interest to see that the service given 
to its customers is such as to permit not only the movement 
of the maximum amount of traffic but to permit the railways’ 
customers to do the maximum amount of business. It is most 
improbable that in these circumstances railways will either 
overcharge or undercharge their customers nor will they be 
likely to provide a higher standard of service than is necessary. 


Even those who condemn the profit motive condemn it on the 
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ground that it involves the possibility that those who are 
actuated by the. profit motive will provide the minimun 

of service at the minimum of cost, It thus cannot be argued 
that private ownership of railways is likely to result ina . 
higher than desirable standard of service. On the other hand, 
competition both from other railways and other forms of 
transport will compel a better standard of service than the 
minimum. If anything further is required in this respect, the 
users of railway service are ensured by the Railway Act that 
the standard of service to be provided for them will at all 
times be adequate for their needs, 

Section 312 is the clearest example of the broad 
powers of the Board in this connection. By that section 
the company is required to furnish adequate and suitable 
accommodation for the carrying, unloading and delivering 
of traffic; and to furnish and use all proper appliances, 
accommodation and means necessary for these purposes, The 
service is to be furnished without delay and with due care 
and diligence. 

By Subsection 3 of that Section the Board as it 
deems expedient may prohibit or limit the use of equipment, 
apparatus, machinery or devices not equipped as required by 
the Act. 

By Subsection 5 the Board may order the company to 
regulate the running of its trains so as to afford opportunity 
for the transfer of passengers and mail and the Board may 
order the company to furnish reasonable facilities and 
accommodation for such purpose. 

By Subsection 6 the Board may order that specific 
works be constructed or carried out or that property be 
acquired or that specific tolls be charged or that equipment 
be allotted, distributed, used or moved as specified by the 
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Board or that any specified steps, systems or methods be 
taken or followed, 

4 large number of other sections appear in the Act 
giving the Board the broadest kind of powers to ensure 
that the railways supply an adequate standard of service. 

Thus three influences operate for the protection 
of the customers of the railway. First, it is in the railways’ 
interest to ensure that the maximum amount of traffic is moved; 
second, it is in the railways' interest that this traffic be 
moved as efficiently as possible and at the lowest cost; and 
third, the powers of the Board are such as to ensure that the 
service shall not be reduced below an adequate basis by the ope= 
ration of the profit motive. 

These considerations will provide any necessary brake 
to prevent the railways from providing service which will 
be sither extravagant or inadequate. It follows that the 
ordinary use of business judgment operating within the 
regulations which the Board is empowered to make under the 
Railway Act, are far better means by which to fix the standard 
of service than any scheme by which specific standards of 
service are prescribed by a regulatory board. 

On page 5 of Chapter II of the Manitoba Brief, the 
assertion is made that in the early days of the development 
of the country and of the railways, the principal concern was 
not rates or inequalities in rates, but the need for having a 
railway. 

Canadian Pacific submits that while this may to some 
extent have been true in the early days, this simply could 
not have been true as soon as any population had been installed 
in the area served and had begun to produce commodities. The 
history of the disputes before the Board of Transport 


Commissioners indicates very clearly that for the past fifty 
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years the public of this country has been very materially 
interested in the nature of railway service and in the level 
of railway rates, 

On page 8 of Chapter II the Brief of Manitoba attempts 
to point to the need for a shift in the nature of regulation. 
In reaching this conclusion, the argument is made that the 
continuous and efficient operation of railways is vital; 
that the railways are no longer spearheading the national 
development; that their prime function is to serve existing 
communities effectively; that the direction and nature of changes 
and improvements will no longer be so closely connected with 
railway building; and that the manner in which existing railway 
lines are to be used will be "a paramount issue". 

In the view of Canadian Pacific one of the principal 
faults with the reasoning which underlies Manitoba's Brief 
is that Manitoba argues from a factual base with which relatively 
little fault can be found, to a conclusion which does not flow 
from those facts. 

Further, on the same page, Manitoba attempts to argue | 
that because of the changes outlined in the function of a 
railway, changes in the regulatory policy are necessary. 
Canadian Pacific, on the other hand, submits that the changes 
which have taken place in the transportation field since the 
early days of construction, give rise to conclusions 
diametrically opposed to those derived from the same facts 
by Manitoba. Canadian Pacific submits that these changes 
have narrowed, not broadened, the field in which railway 
management as such requires to be controlled and interfered 
with by the regulatory process. Management has now, more 
than ever, an important function to perform. In the face 
of competition from newer forms of transport, the need 
has arisen to make use of the most efficient methods, equipment 


and facilities that can be devised. These new and more efficient 
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methods and facilities have indeed been developed by 

private management of railways principally as their reaction 
to changing conditions so as to maintain a more efficient 
service in the face of rising competition and rising costs 

of operation. Canadian Pacific does not believe that this 
process can continue under any system under which management 
is not left free to take decisions in connection with such 
matters as the standard of service, the need for improvements 
and the like, which the coneept of Manitoba would prevent 

In Canadian Pacific's view the extension of the 
regulatory process as proposed would not encourage and indeed 
would prevent railway management from exercising good business 
judgment, administrative skill and initiative, Therefore, 
for the very reasons advanced by Manitoba, Canadian Pacific 
submits that regulation should not be extended, but should be 
curtailed, leaving to management as far as is possible, a free 
rein to exercise good business judgment and to develop more 
efficient processes and methods. 

Canadian Pacific asks your Commission to consider 
in a broad way the extent to which the Submission of Manitoba 
would encroach upon the powers of management, 

First: On page 10 of Chapter II while conceding the 
right of railway companies to an adequate scale of remuneration, 
Manitoba argues that the nature of the transportation service 
should be determined to a larger extent than in the past by 
a body "representative of the public"; that the distribution 
of costs necessary to the performance of this function should 
likewise be determined to a larger extent by someone other than 
the railway management; and that the regulatory body will 
have as one of its main problems that of determining how 
much money the railways need for that purpose, 

Second; On page 11 of Chapter II the view is expressed 


that the Board should be “in a very real sense a policy-making 
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body as well as a judicial and administrative organization"; 
that "the final responsibility for public policy decisions 
in this field must rest with the highest policy-making body, 


namely the Dominion Government." 


Third: On page 15 of the same chapter, objection is 


v 
aa 


anticipated that the proposals made by Manitoba will involve 


‘restrictions on the managerial function of the railways 
and the Brief hastens to point out that "there is no intention 
that managerial decisions should be held up until they have 
first been ratified by the administrative tribunal.™ 

The Brief goes ong= 

"Rather, management would be expected te 

carry on the day to day operations of the railways 

as before, but the Board would be required to see 

that the cumulative effects of those day to day 

decisions do not run counter to considerations 

of public policy." 

When this apparent qualification is analyzed, however’, 
Canadian Pacific feels that your Commission will have no 
difficulty in seeing that although management may make day 
to day decisions without prior approval of the Board, 
the taking of those decisions must inevitably be affected 
by the knowledge of management that their decisions may 
be rejected when the Board gets around to reviewing them. 
A more stultifying effect could hardly be imagined. If 
management must make decisions in the knowledge that its 
decisions may be overruled by a regulatory tribunal, then 
management must inevitably refuse to take the 
responsibility of making anything more than the barely 
essential decisions from day to day. This, in the submission 
of Canadian Pacific, is one of the objections to the socialistic 
concept. The fear of being overruled by an outside tribunal 
or a political body would tend to curtail and restrict the 


initiative of management and to restrict the function of — 


"management to essentially clerical and technical matters, 
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Fourth: On page 1 of Chapter III, Manitoba takes 


the position that “it is self-evident that the people 

of Canada must pay for the transportation service which 

is provided to them." The argument then goes on that since 
this is true, the people of Canada as a whole "have a right 
and duty to insist that the standard of service which is 
provided is satisfactory and that it is provided at the 
least possible expense to those who must pay for it." 

Manitoba argues from an acceptable base to an | 
unacceptable conclusion. The concept is really whether a 
regulatory tribunal possessing the powers which Manitoba 
advocates, can ensure adequate service at reasonable rates 
by usurping what would normally be the functions of 
management. In Canadian Pacific's view, management can 
provide these things much more efficiently under a minimum 
of regulation, rather than an increasing amount of regulation. 

Fifths On page 3 of Chapter III the' extent to which : 
management is to be subservient to the regulatory tribunal 
and to the Government becomes clear, At that page and 
on page 4 of the same chapter the relationship between the 
people of Canada and the railway system is said to be analogous 
to that of the relationship existing between a retail merchandise 
establishment and its delivery system. An elaborate argument 
is made to show that the General Manager of the enterprise would 
need to assert his authority over the manager of the transpor= 
tation department in order to see that the activities of the 
transportation department, or "delivery department" asian 2 
called in the Brief, are not inconsistent with the needs of 
the whole company. 

On page 4 the following view is expressed = "It is our 
view that Canada's railways have now reached that position." 


The attention of your Commission is drawn to this 
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suggestion that the role of the General Manager of railways 

is to be assumed by the Government. Note that in the case of 
the private business establishment, the General Manager of the 
establishment is responsible to the owners of the enterprise, 
Placing the Government in the role of General Manager must, 

in order to make the analogy sound, therefore assume that the 
Government as General Manager is in effect responsible to the 
Owners of the railway enterprise. Here again we have the 
concept to which earlier reference has been made, that because 
of the early subsidization of the railways and their importance 
to the people of Canada, the public have attained the position 
of something like ownership and that their interests are 
paramount. In this concept the railways perform the function 
merely of managers of the "delivery" department. 

Your Commission's attention is also drawn to the fact 
that the purported analogy completely overlooks that in the 
case of the business enterprise, the management as a whole 
has the responsibility of carrying it on at a profit. It is 
only proper that the “delivery" department must fit in to that 
policy. Canadian Pacific submits that it is unsound to approach 
the question of railway regulation on any theory that the 
Government is to be the General Manager and that the railways 
are merely a department of the Government. This is wholly 
inconsistent with the operation of a railway company as a private 
enterprise. 

From this argument Manitoba proceeds to suggest that 
the rate of expansion of railway facilities and the standard 
of service “is no longer a problem which can be safely left 
exclusively in the hands of railway management. It must now 
be considered as part of the overall national economic policy". 

Sixth: On page 6 of Chapter III reference is made to 
the possibility that railways might feel that an improvement 
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program should be undertaken and might ask for a rate increase 
to cover its cost, The inference is thus created that such 
programs should be restrained, 

In passing Canadian Pacific points out that railways 
have never asked for an increase in their rates to cover the 
cost of an improvement program. Presumably the reference in 
this part of the submission of Manitoba is to the evidence 
adduced by the Canadian Pacifie in the 20% Case as to the 
necessity over the next few years of a large program of capital 
improvements, There was some attempt in the 20% Case, and 
this seems now to be renewed before your Commission, to suggest 
that such a program is put forward to justify a rate increase, 
Details of the program have been given to your Commission in 
Part I of this submission and are referred to in more detail 
in the transcript in the 20% Case, 

In order to set at rest any possibility of doubt as 
to the purpose of this evidence, Canadian Pacific points 
out that it was intended in the 20% Case to show the need of 
Canadian Pacific to have its credit restored to a point 
where it could attract capital to the enterprise. Canadian 
Pacific pointed out that until the investing public regained 
confidence in the earning power of Canadian Pacific, programs 
of this kind, producing as they are intended to do, increased 
efficiency as well as lower costs of Operation, could not be 
achieved unless Canadian Pacific could attract to its enter- 
prise the necessary capital. This, of course, is not at all 
the same thing as asking that rates be increased merely because 
capital monies need to be expended. 

The suggestion of Manitoba would be to transfer to 
the Board of Transport Commissioners the function of deter-= 
mining whether this program is or is not necessary. Such a 


proposal means nothing more or less than that management should 
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be deprived of its ordinary function of determining as a 
business matter, what improvements are necessary in the 
interests of efficiency and economy. 

Seventh: At the bottom of page 6 and continuing on 
page 7 of Chapter III of Manitoba's Brief, the suggestion 
is made that the Board must reach a conclusion as to the 
amount of money needed for the standard of railway service 
for the year under consideration; that the Board will inevitably . 
find that it must make a careful analysis of railway expenditures; 
and that having arrived at a conclusion as to this, the Board 
can then calculate the total amount necessary to cover the 
expenses of providing the standard of service decided upon. 

Canadian Pacific points out to your Commission in this 
connection, that the standards of service and the efficiency 
with which that service is provided, differ as between 
railways. Manitoba's concept of having the Board fix the 
standard of service to be provided ean only be on the theory 
that the Board could make all managements equally efficient 
and make all standards of service equal, In the submission 
of Canadian Pacific this needs only to be pointed out. in order 
that the fallacy of the whole scheme proposed by Manitoba 
may become apparent. Railways are, according to Manitoba, to 
be all the same in their standards of service and efficiency 
and presumably also in their cost of operation. No room is 
to be left to management to make any decisions which will be 
in conflict with those standards. In Canadian Pacific's view 
the moment that the Board sets up its own judgment against that 
of railway management it then becomes a substitute for private 
railway management. 

Eighth: On page 8 of Chapter III Manitoba argues 
that in order to ensure the elimination of all unnecessary 


expenses with a view to securing the desirable standard of 
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service at the lowest cost, the Board should have the 
“authority and responsibility to see that the Canadian 
railways take full advantage of the equipment available to 
them and of modern improvements which will have the effect 
of providing a satisfactory standard of service at a lower 
cost. * 

Here again Manitoba would substitute the Board for 
Yailway management in the elimination of expenses and the 
use of equipment. On the following page, in referring to 
the efficient use of railway resources, it is argued that 
the question is not limited to the use of plant and rolling 
stock but applies to the use of labour as well. 

On page 9 of Chapter III reference is made to the 
need of ensuring the efficient use of railway resources 
including the use of labour as well as the use of plant 
and rolling stock. The idea is expressed that there should 
be no unnecessary use of labour where mechanical devices will 
suffice, 

A more clear exposition of socialistic theory could 
hardly have been made, Railway management is to be retained 
only for those matters which have to do with the day to day 
Operation of the railway, but the use of plant and labour; 
the necessity for and extent of improvements; and all matters 
owsoneri iy associated with the function of railway management 
are to be turned over to a board with the “authority and 
responsibility" of making the decisions. 

Canadian Pacific has no means of meeting contentions 
of this kind save to reassert its belief in private enterprise 
and its view that the socialization of the Canadian Pacific 
would not be in the public interest either from the standpoint 

of the standard of service or from the standpoint of the lowest 


possible cost of providing that service. 


; Ninth: On page 7 of Chapter V the recommendations begin 
' 
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with a proposal to amend the Railway Act giving the Board 
"the authority and responsibility for setting the retirement 
and renewal practices to be used for rate making", Manitoba 
recommends that such authority and responsibility should not 
be "in the hands of any interested parties either the railways 
or the users of the service", Your Commission will note the 
use of the words "authority and responsibility" as distinct 
from the authority to regulate and also that the authority 
and responsibility is not to be in the hands of either the 
railways or the users of the service. The inconsistency as 
well as the unsoundness of Manitoba's position is evident 
from this language when read in conjunction with the other 
parts of its submission. Manitoba has argued that Government 
should occupy the role of general manager and that the Board 
should have among its functions that of ensuring that govern= 
ment policy is carried out. 

On page 7 of Chapter V, however, Manitoba suggests 
that the authority and responsibility should neither be 
in the hands of the railways nor in the hands of the users 
of the service. If the users of the service are to be the 
prime consideration of the government as general manager, 
what Manitoba's proposal means is that the authority and 
responsibility shall be in the hands of the users of the 
service, through the Board as agent of the Government. 
This is entirely inconsistent with the submission made by 
Manitoba on page 7. The two submissions read together merely 
mean that the authority and responsibility with regard to 
retirement and renewal practices for rate making is to be in 
the hands of the users of the service and no one else, 

If it is desired merely to regulate the retirement 
and renewal practices, this can be done in the ordinary process 


of regulation, but if it is to be done by a transfer of 
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“authority and responsibility" to the Board then, in the 
submission of Canadian Pacific, there is no longer any room 
for private enterprise. In Canadian Pacific's submission 
“if regulation is all that is required the Board has now 
adequate authority but if the substitution of the Board for 
Management is required, then obviously considerable changes 

in the existing law will have to be made. 

Tenths On page 4 of Chapter VII after discussing 
the difficulties of railway financing, Manitoba suggests 
that the Company and the users of the service need be protected 
against high interest rates, 

Canadian Pacific hastens to agree with this as a 
matter of principle. It differs, however, with the proposal 
of Manitoba as to how this can be assured. In Canadian Pacific's 
view, the one way to ensure the public against rates based upon 
unduly high interest rates, is to correct the situation which 
produces them by removing the public distrust of the railway 
companies’ ability to earn an adequate return on their investment. 
The solution of this difficulty is not to be found in further 
interference with management but in the recognition that management 
can achieve this result by sound business methods only if it can 
be assured of the ability to attract the necessary capital at 
reasonable interest rates. 

Note that on page 5 of Chapter VII in the suggestions 
made by Manitoba with regard to railway financing, the inference 
is created that in the opinion of Manitoba, the management of 
Canadian Pacific has neither sufficient business judgment nor 
adequate ability to finance its requirements without the assis- 
tance of a regulatory tribunal. Note also that on page 7 the 
suggestion is made that if the Board should decide on a given 
improvement program, certain alternatives of financing should 


be resorted to. If these are not adequate then capital assistance 
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y the Dominion Government would require to be considered. 

Canadian Pacific submits that these proposals are, 
ike others, a suggestion that railway management no longer 
an be trusted to carry on the railway business and that 
t is incompetent to finance it. Nowhere is there any? ecogs 
ition of the possibility that railways, like other businesses, 
eed to have a satisfactory credit position and that, having 
established that position, management can in future as it has 
n the past, finance its needs on satisfactory terms. 

The proposal to substitute the Board for railway 
anagement in the many matters suggested by Manitoba, loses 
sight of matters of fundamental and practical importance. 

t is to be remembered that railway management has after years 
f training and experience acquired a knowledge and capacity 
to consider and resolve the many important managerial problems 
4th which it is continually faced. The Board has had no such 
training or experience and even with a large technical staff 
would be lacking in the necessary practical and technical 
knowledge and capacity. 


The segregation of funds as between those contributed by the 
lowners of the railway property and those contributed by the 


users of railway service 


There are at least four places in Manitoba's Brief 


| 


mS? 


| 
in which reference appears to the need for segregating money 


received by a Railway Company as between that supplied by the 


owners and that supplied by the users. 


The first of these is the statement on page 9 of 


\Shapter 5 as follows:- 

| " In accounting for rate-making purposes, the major 

issue is to keepa clear distinction between money : 

belonging to and contributed by the owners of the 

corporation, and money belonging to and contributed 
by the users of the corporation. In its efforts to 
reach decisions on rate level matters, the Board of 
Transport Commissioners should require that these 
distinctions be drawn with particular clarity and 
particular precision in order that the users of the 
service will derive full credit for that part of the 
‘company's money which has been contributed by the 


users." 


The second of these appears on page 3 of Chapter 7 
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where, after endorsing the traditional method of raising 

capital by the sale of securities on the capital market, the 
statement is made that "this is of great assistance to the Board 
in its efforts to establish a line of demarcation between money 
contributed by the owners of the corporation and money contributed 
by the users of the service." 

The third of these references is found on page 6 of 
Chapter 7 where, in dealing with the matter of the use of accu- 
mulated surplus for financing requirements, Manitoba states that 
"In other words, the use of surplus in this way makes it very 
difficult to maintain the important segregation between money 
contributed by the owners and money contributed by the users". 

The fourth place is page 11, Chap. ll. The following 
statement begins at the bottom of the page continuing over to the 
top of page 123-— 

" Having thus defined precisely the field which is 
to be covered, it is our view that the second major 
objective which should guide the Board in setting up 
a prescribed system of accounts, should be that of 
drawing clear distinctions betweent-= 
(a) Capital supplied by the owners of the 
corporation; 
(b) Capital supplied by the users of its 
service; 
(c) Capital from other sources". 

Manitoba's basic concept is apparently, that money paid 
in freight charges by the users of railway services does not 
become the money of the corporation but is rather to be looked 
upon as a trust fund with regard to which the Railway Company is 
a trustee. It is exceedingly difficult to assess the implications 
of this proposal. 

The first reference in Manitoba's Brief to which reference 
is made is in connection with the matter of depreciation. The 
second reference is in connection with the matter of surplus. 
Manitoba does not say whether its concept would involve such 

| matters as segregation of the so-called "capital supplied" by the 
users of railway services for the purpose of determining the return 


on the net investment, or whether such capital is to be eliminated 


be mae 


ae a 
from the investment so as to provide no return on it to the 
Company. In the submission of Canadian Pacific it is Manitoba's 
duty to make its position clear in this connection, 

In the view of Canadian Pacific Manitoba's concept 
is basically unsound and is incompatible with the maintenance 
of private enterprise. 

In the further submission of Canadian Pacific, 
Manitoba's proposal.is unsound inasmuch as it involves a complete 
misconception of the extent to which the users of railway service 
require protection, 

As regards the application of the segregation proposed 
by Manitoba to the matter of depreciation, the following sub- 
missions are madez= 

Depreciation is only one of the many elements of costs 
of providing railway service. There is therefore no more reason 
to expect a special accounting with regard to that portion of 
operating costs represented by charges for depreciation, than 
there is for any other element of operating cost. 

Depreciation charges are recovered only when rail 
revenues are sufficient to provide for all operating costs, © 
including depreciation and as well as such additional requirements 
as fixed charges, dividends and a reasonable surplus. Until all 
such requirements are recovered, it is submitted that depreciation 
cannot be said to have been fully recovered. 

The first problem in relation to depreciation is to 
determine as nearly as may be whether the rates of depreciation 
are proper and represent a reasonable estimate of the requirements 
for that purpose. 

If the rates are higher than is needed there can be no 
doubt that the Board would intervene and evan if Canadian Pacific 
did not itself adjust the rates, the rates would be adjusted by 


the Board. Moreover, if any excessive depreciation is recovered 
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pending the adjustment in the rates, that excess will be 

carried to the balance of the depreciation reserve and will 

be reflected in a reduction in the depreciated investment 

base upon which the Railway Company's return will be calculated. 

Similarly, any error due to under acerual of depreciation can 

be compensated for, Thus there is automatic provision in ortho- 

dox accounting and under the regulation of the Board of Transport 

Commissioners which provides wholly adequate safeguards to the 

users of transportation services. 

Canadian Pacific also submits that Manitoba's 

position is academic because freight rates in the past have ; 

been insufficient to provide for all operating costs, including 

depreciation and for fixed charges, dividends and a reasonable 

surplus. This will be seen by reference to Exhibit (49)-49 

in the 20% Case where in Statement A, footnote 2, it is shown 

that the deficiency in rail operations amounts to $9,895,117 

since the inception of the Company. This deficit would become 

a deficit of $241,030,733 if there be taken into account the 

extent to which the Railway Company failed to provide for 

dividends at the level found by the Board to be proper. 

Manitoba's statement that "these distinctions be drawn 

with particular clarity and particular precision in order 

that the users of the service will derive full credit" would 

appear to imply that it is possible to measure exactly the 

depreciation which has been charged in respect of property and 

equipment against the actual loss that has taken place in 
service value. In the view of Canadian Pacific this loss can 

only be established when the asset is retired from service 

‘and it would then only be possible if the Company maintained 


Tecords showing the depreciation accrued in respect of each 


1 


tem of property while in service. In a corporation of the hs 


e of Canadian Pacific this manifestly is not practicable. 
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In any event the results would only indicate the extent to 

which depreciation provided, differed from actual loss sustained 
in respect of individual assets when retired, Such results would 
not be sufficiently indicative of the manner in which the depre= 
ciation accruals were keeping pace with the depreciation actually 
sustained by the assets as a whole. 

The only practical way to measure the adequacy or 
otherwise of depreciation charges is through studies of the life 
of the group of assets. Such tests are continually being made by 
the accounting officers of the Company in conjunction with 
mechanical and other officers and the Board itself has given 
considerable attention to the matter and can continue to do so. 
As regards the second reference to this matter in 
connection with surpius, it is difficult to understand how 
Manitoba can assert that any portion of such surplus belongs to 
the users of the railway services any more than that the surplus 
of any other private enterprise belongs to its customers. 
Prudently conducted business endeavours to make sufficient profit 
so that after paying dividends some earnings will be left in 

the company to provide for modernization and improvement of 
facilities. If surplus is not provided then additional financing 
will be necessary and this will involve additional fixed charges 
or dividend requirements. If fixed charges are continually 
increased by borrowings for these year to year requirements, 

they may in time of stress become disastrously high. 

In summary, the following submissions are madez- 

First, in order that any value could be derived from 

a segregation of monies as proposed by Manitoba it would have to 
be shown that railway rates are or will be more than is 
ficiently remunerative to cover operating expenses, depreciation 
st rges, fixed charges, dividends and a reasonable surplus. Until 


t has been attained there would be no credit balance in the 
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accounts under any such system of segregation. It has not been 
attained in the past three years nor will it be attained in the 
present year. 

Secondly, the basic assumption of Manitoba is that 
Tailways are or will be imprudent in their use of earnings and 

that in consequence railway users require more protection than 
present bookkeeping methods, together with regulation by the Board 
of Transport Commissioners, will provide, In the submission of 
Canadian Pacific there is already adequate protection provided, 
Thirdly, the fundamental question involved in Manitoba's 
proposal is whether over a period of years railway companies will 
obtain from their charges more than adequate revenue. In addition 
to the protection to which earlier reference has been made, users 
of railway service will undoubtedly obtain exactly the same results 
by adjustments downward in their freight rates as could be achieved 
by the complicated process of bookkeeping which Manitoba's proposal 
involves. Moreover, this objective will be obtained by ie users 
of railway service automatically through the operation of the 
principle that when railway rates are more than adequately remune- 
rative the Board will, as it has in the past, act to see that they 
are reduced to a reasonable level. 

Fourthly, for the reasons given, the accounting procedure 
by which to achieve the result proposed by Manitoba would prove 
complex and indeed unworkable in practice, No standard is available 
for determining whether and to what extent deficiencies in earnings 
or surplus earnings should be applied to specific requirements. A 
far more realistic and practical result is obtained by the automatic 
adjustments which take place under orthodox accounting methods and 
under the regulation of the railways by the Board. 

| Fifthly, underlying the whole concept of segregation as 
aio sed by Manitoba there is the unreality that railway services 


San be contracted and paid for but nevertheless remain open for 
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further settlement, No finality in ordinary day to day 

transactions would thereby be possible. In the view of Canadian 
Pacific, no one could seriously propose that if Canadian Pacific 
should be threatened with insolvency, it could call upon past 
shippers for payment of charges which are found to be unremunerative. 


It is equally absurd to conceive that shippers in the reverse 


situation would be entitled to rebates, 
‘he p 


On page 2 of Chapter IV of the Manitoba Brief the suggestion 
is made that the reasons for omitting the Canadian National from 
consideration as the yardstick in determining rate levels is because 
of the high level of its fixed charges, Canadian Pacific 
challenges the statement made in this section of the Brief that 

the level of fixed charges of the Canadian National is sufficient 
reason for rejecting that Company as a yardstick. 

Canadian Pacific is, of course, not directly concerned 
with the level of fixed charges of the Canadian National. There 
is, in fact, no need to consider the fixed charges of the Canadian 
National or of any other railway in rate-making. There is, however, 
a apes to consider a fair return on the property investment. 
Canadian Pacific does not presume to say whether the level of 
property investment in the Canadian National as shown by its 

books is the proper level upon which to caiculate such a return. 
Canadian Pacific points out that the danger of a high 
level of fixed charges for a privately owned company is that in 

bad times the company may be unable to meet those fixed charges. 
Thus a private enterprise may be faced with disaster unless its 
“fixed charges are kept within reasonable limits and unless it is 
‘able to obtain a sufficient supply of equity capital. In the case 
the Canadian National, a publicly owned enterprise, the ordinary 
isks of a high level of fixed charges do not apply. Unless the 

S dian National is allowed to earn a fair return on a reasonable 


svel of property investment the fixed charges of the Canadian 


tional will continue to grow. 


SS) a 

Manitoba on page 3 of Chapter IV of its Brief suggests 
that if the Canadian National were allowed to earn sufficient to 
pay its fixed charges, this would provide the Canadian Pacific with 
too much profit, 

The Canadian National's fixed charges at present amount to 
slightly over $46,000,000 per year. The net investment of the Canadian 
National as put in evidence in the 20% Case was $1,856,421,080 
(po 4746 of the Transcript). Even assuming a substantial revision 
of this investment to leave out lines that should not be taken into 
account for the purpose of fixing a proper level of earning power, 
the net investment of the Canadian National must inevitably be 
greater than that of the Canadian Pacific at $1,021,184,196 
(p. 4673 of the Transcript in the 20% Case). 

Net railway earnings of $46,000,000 would fall short of 
providing a fair return even on the much lower net investment of the 
Canadian Pacific. During the years 1941 to 1947 inclusive which 
include the peak wartime earnings as well as the deficiency years 
1946 and 1947, the average yearly net railway earnings of Canadian 
Pacific, after income tax, (see Digest of Development page 27 of 
the Appendix to part 1 of this Submission) amounted to $37,782,773. 
In the same period the average yearly net railway income of the 
Canadian National was $56,189,107. The sum of $37,782,773 would 
amount to a return of about 3.7% on the net investment of Canadian 
Pacific and would be even lower than what Canadian Pacific believes 
to be adequate. 

It follows, therefore, that if Canadian National were allowed 
to earn only its present level of fixed charges, the result would not 
be too much profit for Canadian Pacific but too little profit. 

To put it another way, in 1941 the Canadian National had a 
cash surplus of $4,000,000 over and above its fixed charges. In that 
year it will be seen from the Table entitled "Digest of Development" 
appearing in page 27 of the Appendix that the Canadian Pacific 
earned a return of only 4.02%. Similarly, in the succeeding years 
down to and including the year 1945 when the Canadian National had 
relatively substantial cash surpluses in each year, the return 


- earned by the Canadian Pacific on its net rail investment never 


q exceeded 5.18%. 
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a. i) : 
o ea Brief of Manitoba contains perhaps 6 wt ‘om 


es i 


rents From this point the Brief proceeds to a discussion of the ei 
of rail and non-rail revenues and expenses; to an examination of the generality 
of operating expenses and to Chapters V and VI which contain an analysis of 
depreciation and maintenance expenses respectively. 

ata This portion of the submission of Canadian Pacific will therefore deal 
with the following subjects:= 


(a) Separation of Rail and non-rail enterprises in the accounts; 


(c) Maintenance expenses. 


, Separation of Rail and Non-Rail Enterprises 


(b) Renewals, retirals and depreciation; | 
There has been a disposition on the part of Manitoba as well as the other 


provinces in their submissions to your Commission and in their sunmissions to 


Saskatchewan takes the extreme position that subsidiary ventures such as hotels 


and the mining investments of Canadian Pacific are to be considered as railway 


i 


the Board in the recent rate cases to place great emphasis upon this question. : 
7 
- 
investments for the purpose of rate making, (see po 99 of Saskatchewan's Brief). : 
On the other hand Alberta, Manitoba and a number of the other provinces where - 
they have made any submission at all on this branch of the reference to your : 
Commission, have contented themselves with indicating that a separation as 


. 
4 
between rail and non-rail enterprises should be made and that your Commission 


should indicate how this should be done. 


As regards the position of Saskatchewan, it would hardly seem necessary 


, 
argue that it would be unsound to fix the level of freight rates by reference 


te 
> 


© profits or losses resulting from the investment of surplus funds of Canadian 


acific, The contention of Saskatchewan is well=-answered by the Board in its 


@ > 


4 ment in the 21% Case which on page 19 of the report in XXXVIII JoOoRe & Re 


ontains the following passage: 


outside investments is to be used 
e be just and reasonable rates, then 
f net losses were made in any such 


"If the income from profitable 
to reduce what would otherwise 
it may well be argued that 1 
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undertakings the users of the railway transportation services 


might be called upon to pay higher rates to recoup such losses. 
This would be a highly undesirable situation. 


It seems to me that neither the profits nor the losses on other 
outside investments should be taken into account in fixing just . 
and reasonable transportation rates, 


Moreover, there are operating in Canada railways other than the 

Canadian Pacific Railway Company and Canadian National Railways ¥ 
which are subject to the jurisdiction of this Board. These ; 
other railways are interested in the present application. It y 
would be most unfair to fix just and reasonable rates for other 
railways on the basis of whatever "Other Income" the Canadian 
Pacific Railway or the Canadian National Railways may obtain - 
from sources other than railway operation." 7 


The argument was pursued with great tenacity before the Board of Transport 
Commissioners 1d indeed has been on other occasions in prior years. The Board 
ae consistently taken the position that such a proposal is unsound and Canadian 
Pacific submits that the Board could properly have reached no other conclusion. 
‘Its argument on this question was principally made in the 21% Case and will be 
found at pp. 18381 to 18385 and at pp. 18487 to 18506 of the transcript in 

that case. 

The less extreme suggestions in this connection, however, require some 
examination. Much is said in thesubmissions to your Commission about the 
necessity for a segregation in the accounts between rail and non=-rail enterprises. 
Canadian Pacific concedes that it is desirable to segregate the accounts with 
regard to these enterprises and submits further that it is entirely possible 

to separate them in the Canadian Pacific accounts as they now stand. Indeed, 

in the 20% eee such a separation was made in Exhibit (49)-49. The separation 
there given is not only a separation of rail and non=rail investment but also 

a separation of working expenses and profit and loss accounts so as to show the 


results of the operations of the railway enterprise since 1881. There is no 


reason for controversy on this subject. A separation in the accounts can readily 


’ 
be made and no legislation requiring it to be done is necessary. 


; sies have developed as to which of several 
However, certain controversie p 


specific enterprises ought to be considered railway enterprises. In the Brief 


f Manitoba the statement is made that the rail category should include "all : 


ct vities which are an integral part of the railway transportation activities 


> the company" (p. 6 Chapo Iv). The submission goes on to suggest that the 
a 


41 category should include all of the activities of Canadian Pacific Express . 


y and Canadian Pacific Telegraphs 4s well as water transport facilities . 


= 
which are direct links between rail facilities, Manitoba concedes that such 


holdings as Consolidated Mining and Smelting Company and such activities as ocean 


steamships belong in the non-rail category but expresses doubt as to whether Canadian 
Pacific hotels, Soo Line railway holdings and Toronto Terminal facilities are an 
integral part of the rail enterprise and should be included as such. 

The principal activity of Canadian Pacific ixpress Company is the 
carriage of express traffic by rail. The practice now is that Canadian 
Pacific Express Company pays its own expenses in the handling of express and 
pays pyer to the railway company the balance of its revenue from express 
traffic. This balance is payable under a contract between the Express Company 
and the Railway Company, in consideration of the carriage of express traffic 
on the trains of the Railway Company, The payments thus received by Canadian 
Pacific Railway Company are taken directly into its rail accounts. 

This is by far the major operation of the Express Company. Its subsidiary 
operations include the sale of money orders and other financial paper. It also 
has some income from investments. The net income from the sale of commercial 
paper and from investments is the only real net income of the Express Company 
and is used for dividends on its stock and for a necessary amount of. surplus 
to be retained in the business. The amount of net income of the Express 
Besay which is treated as Other Income of the railway company is the amount 
of the dividend paid by the Express Company on its stock and is derived entirely 
from these other activities. The amount is relatively small. If the revenues and 
expenses of the Express Company were taken into the railway accounts, the property 
investment account would have to reflect the property investment of the Express 
Company. 

In the case of Canadian Pacific Telegraphs, however, the position is 
Somewhat different. Although having no separate incorporation, Canadian 
Pacific's telegraph department is an enterprise completely separate from the 


rail enterprise. So far as it supplies telegraph services for the operation of the 


railway, these services are charged to the railway operations at cost. However, the 


' 


principal business of Canadian Pacific Telegraphs is its commercial telegraph business 


which is in no way related to the business of operating a railway. In these 


ee testances Canadian Pacific Telegraphs should plainly not be brought into railway 


accounts. ‘Indeed, one should have no difficulty in applying the test referred to by 


—” 


nts. That test is 
Manitoba so as to exclude these operations from the railway accou 


nether the activities in question are an integral part of railway transportation 


activities (see page 6 of Chapter IV of Manitoba's brief). 
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Canadian Pacific does not reflect the results of the commercial telegraph 


business or the investinent in commercial telegraph business in the railway accounts. 
Canadian Pacific points out that telegraph rates are subject to the jurisdiction 


of the Board of Transport Commissioners and if the accounts of commercial telegraphs 


were included in the railway accounts, one more complicating feature would be added ‘ 
in the determination of the proper level of railway freight rates. If commercial 
telegraphs were reflected in the railway accounts an additional segregation of 
revenue and expenses as well as of property investment would be needed when it 
became necessary to consider the need for a change in freight rates or a change in 
telegraph rates. 
As to Canadian Pacific hotels, Canadian Pacific submits that while hotels 
are integrated with railway operations in one sense, there is no such integration 
as to require that the operation of hotels be relected in the accounts for 
- determining the level of freight rates. Hotels have a different scale of rates 
and their rates are not subject to regulation by the Board. 
: The function of segregation of accounts as between rail and non-rail 
- 4s to enable a determination to be made of the proper level of freight rates and 
not the rates to be charged for commercial telegraphs, the sale of financial 
paper by the Express Company or the rates to be charged in hotels. Accordingly, 
the inclusion of these matters would make difficult an adjudication on the | 
matter of freight rates and would not assist in any way in resolving any of the 
problems in connection therewith. For further statement of the views of Canadian 
Pacific in connection with this matter, see the argument of Counsel at pp. 726= 


729 of the transcript in the 20% Case. 
Renewals, Retirals and Depreciation 
‘In Chapter V, after outlining the history of the accounting practices 


of the Canadian Pacific, Manitoba recommends that the authority and responsibility 


for setting the retirement and renewal practices to be used for rate making ; 


should rest in the hands of the Board of Transport Commissioners; that the Board 


should determine which assets are to be treated on the basis of retiral accounting, 


renewal accounting or depreciation accounting; and that the Board should in the 


process establish the rates of depreciation. Manitoba also advocates the straight 


line basis rater than the present user basis employed by the Canadian Pacific and 


that the Board should maintain a continuous review of these matters. 


In order to approach a discussion of Manitoba's submissions it will 


become necessary to draw attention to specific language used in the Brief. For 


zt a 


i -32< . 
L ample, in describing the renewal method, the otlshaae pied 


ry . on - 
7 ‘method the cost of replacement is charged to expenses and that 
7 
‘a remains in capital account = presumably in perpetuity". bar 
‘ ¢ . . ‘ — ’ 
Min” It is difficult to understand why the words "presumably in perpetuit yh 
ae used unless to infer that the capital account would never be reduced v 


renewal accounting, Canadian Pacific points out that under renewal accounting an 


by oe asset is abandoned and not replaced, the capital account would be reduce 
Coe ¥ 


i. _ by the "first original cost" of the asset. Canadian Pacific also points out 
that one of the results flowing from the use of renewal accounting is to under= 
state the property investment. The importance of this understatement is that 
~ where it has occurred, the Company's book figures of investment represent only 
the original cost of the original assets not the actual cost of the assets 
presently in service. 

As Canadian Pacific has pointed out in Part I of its Submission, there 
ee been a substantial understatement of its road property investment account 
because of the practice of renewal accounting. When the book investment is 
used for the purpose of calculating a rate of return, such understatement 
results in an extremely conservative figure of property investment. ° 

Attention is drawn to the definitions on pages 2 and 3 of Chapter V 
of Manitoba's Brief. These definitions attempt to distinguish between renewal 
accounting, retiral accounting and depreciation accounting. Canadian Pacific 
points out that the principal distinction is not made clear by Manitoba's 
definitions and would like to clarify that distinction. 

Renewals accounting involves an immediate charge to expenses of the 

 eost of replacing assets as they are retired. 

Retiral or retirement accounting involves merely a charge to expenses 


at the time of retirement equal to the original cost of the asset retired, ; 


leaving the excess between original cost and replacement cost to be capitalized, 
Depreciation accounting is an instalment provision in advance of 


retirement and throughout the life of the assets, of the original cost of all 


assets in service. That is to say, depreciation accounting by instalments 


. the life of the assets, provides at the end of that life as nearly. as ted 
atinated, not the cost of replacement as in renewal accounting but the aw 


inal cost of the asset as in retirement accounting. The cane of 
' 4 


= age 


ation accruals are provided as a charge to working expeiines immediately 


goes into service. 


7 
. - 33<- 
_--—s« Tt. follows that of the three methods reseed’ aikeeale 


4 = 
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x, ‘ising prices, and assuming for the purposes of compariso 1 that depr 


s ra" 


correctly reflect service life, will result in far higher ck rges to ov 


(see the evidence of Mr. George 0. May at pp. 15543=h in the 21% Case). 
1a ay, renewal accounting will be more expensive over the long term axthons 
dividual years, if replacements are below normal, renewal accounting may 
wlt in lower charges to expenses. If, however, retirements are bunched due tc 
21 ng out of a large number of assets or for any other cause, renewals are more 
im normal, charges to expenses for replacement particularly in a period of risin 


orices, might well be out of hand. , P | 


It is this bunching of retirements which condemns both retirement and 


renewal accounting. It produces a reluctance on the part of management to make 


| 


‘normal retirements in periods of low revenue. Similarly, in periods of high traffic 
_ j 


volume, such as the war period, retirements cannot be made although the Company ; ; 


‘could well afford to make them. This is because of the tendency in such times to 
find shortages of materials. 

There was a good deal of evidence in the 21% Case on this point. Canadian 
Pacific pointed out as among the principal reasons for adopting depreciation 


accounting, some of the difficulties it had faced in this connection. It pointed 


. 


out that, for example, large amounts of equipment had been purchased in the o 
period prior to the First Great War which would not normally come to the end 


of their useful life until the early 1940's. It further pointed out that due 


to the intensity of the depression and to its effect upon revenues, Canadian 7 | 

Pacific could not make normal retirements in those years. It also pointed out 7 

that during the war years it could not make normal retirements and replacements | 
- beacuse of the need of maintaining all equipment in service and of the difficulty 


’ in obtaining replacements. Nothing but a depreciation policy could have solved ; 


h problems and this evidence, in the opinion of Canadian Pacific, made quite 


ou 


the need for depreciation accounting. Thus the principal distinction 


between renewal and retirement accounting on the one hand, and depreciation 


accounting on the other has been ignored in Mani tob 
z s* = 


<— * 


a's Brief. That distinction 


is that depreciation accounting, unlike the other forms of accounting, ABE: 


tin which aims to distribute the cost or other basic value of the assets 


er the estimated useful life of those assets in a systematic and rational 


anner. See the definition first placed in evidence by lr. Glassco in the 


16),05 and now put forward by Manitoba at page 2 of Chapter V of 3% 


nig the accruals of depreciation in 198. The Brief indicates t 


| ama the difficulties of comparing the charges to expenses under retire 
4 7 ih. ’ - 

Tek and renewal accounting with charges for accruals of depreciation becau: 

sg Brief indicates that such a comparison does not of itself prove that the 


oy figure of depreciation accruals is excessive, However, the suggestion 


uf * * > > . 

Jeon: Bearing in mind that retirement charges are related always to units which 

have gone out of service whereas depreciation relates to all assets currently 
_ being used, including new as well as old assets, Canadian Pacific submits that 


the comparison offered by Manitoba is of no value whatever. What is of value 


and what Manitoba has continuously ignored, throughout the course of the rate 


cases and in its present submission, is that the matter comes down to a 7 
determination of service life. 
I Manitoba and other provincial governments have persisted in pointing to 


comparisons with prior years while ignoring direct evidence which makes the 
comparison unnecessary. It does not seem to make any difference to point out 

as has been done from time to time that the comparison between retirement ; 
charges and depreciation charges cannot usefully be made. It does not seem to 
matter to Manitoba that there is much evidence on the record in the two rate 

cases dealing directly with the question of service life and with the rate of 
depreciation. After all service life must be the test by which the propriety 


of depreciation charges is determined. 


Before leaving this matter Canadian Pacific desires to refer your Commission 


to the evidence of Mr. Grant Glassco of the firm of Clarkson Gordon & Company who 
was a witness in the 21% Case. He made it clear at pp. 1527-5 of the transcript 
in that case that there is no basis for comparison between a period of retirement 

. ¥ 


or renewal accounting on the one hand and a period of depreciation accounting on 
¥ 


other. Mr. J.C. Thompson, senior partner for Canada of Peat, Marwick, Mitchell : 


Se SGrpany at pp. 1429-6 in the same case gave evidence to the same effect. 


Manitoba's persistence in making these comparisons is apparent on page = 


; of Chapter V where tables are set forth showing a wide discrepancy between 


wreciation accruals between 1910 and 1948 on the one hand and rolling stock 


; in the same years. Much js made of the fact that depreciation accruals 


charges to the depreciation 


sraged almost five times as much as the 
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reserve for retirements and at the bottom of page 5 and top of page 6 the following 


_ statement is made:- 


"It is, of course, true that in any one year, or in a number of 
>is the situation may be such that the company is using its capital 
equipment to the full and is buying new equipment and not retiring 
old equipment. If that Situation exists, it is right and proper that 
the amounts set aside in the depreciation reserve should be substan- 
tially in excess of the cost of the capital items retired. If, 
however , depreciation provisions are greatly in excess of retirement 
for a period of time which is a significant part of the total life- 
time of the assets in question, then that situation is not satisfactory." 

This statement may well cause confusion. Nothing is said of the fact that 
exactly the same suggestions were made to the Board on several occasions and to 
the Governor in Council on the appeal in the 21% Case. The Board on Transport 
Commissioners is perfectly capable of assessing the validity of suggestions of 
this kind with regard to which there was much evidence before it. What really is 
involved is the question as to whether the rates of depreciation are proper and 
whether the user basis is a satisfactory method of accruing depreciation. 

Canadian Pacific does not intend to repeat here the submissions made as to 
the propriety of the user basis. These with references to the transcript in the 
two rate cases are sufficiently set forth in Part I of this Submission. There is, 
however, a great deal of evidence in the record before the Board of Transport 
Commissioners in the two cases relating to the rates of depreciation and Canadian 
Pacific is confident that it is unnecessary to review this evidence here. It does, 
however, point out that Canadian Pacific has never refused to face the issue as to 
the propriety either of the user basis or of the rates applied under it. 

On page 6 of Chapter V of Manitoba's Brief, in commenting on the tables 

' appearing on the previous page, Manitoba appears to ignor the evidence as to why 
retirements in the years preceding 1948 were well below normal. Nowhere is it 
pointed out that during the period 1920-29 retirements of equipment were necessarily 
at a minimum because of the fact that very large purchases of equipment had been 
made immediately prior to 191 and were not then ready for retirement. Nothing is 


| said of the difficulties during the depression years 1930-0 when owing to low 


traffic and low earnings, assets could not be retired and replaced. While the 


difficulty during the wartime years is referred to, no weight is given to the 


fact that during those years all equipment was needed in service to maintain 


operations at the wartime peak or to the fact that replacements, particularly of 


rolling s tock were practically impossible to obtain due to the wartime shortage 
9 


of materials. 


: gures will be seen 


That there is more than ordinary significance in these fi 


the fact that retirements of equipment in 192 and 1943 fell to the low figure 
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accounting in regard to equipment may be obtained from the fact as proved by the 
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of $1.2 million and $1.7 million respectively. Some idea of the cost of renewal 


witness Newman in the 20% Case (see Exhibit (l9)-51 Table 2) that the restoration 
of work capacity in equipment alone over the next five years will require the 

< Ges oma of an average of $33,200,000 per annum. Under renewal accounting 

the annual charges to expenses over the next five years would be of the order 

of $33,000,000 as compared with the total accruals in 1948 for depreciation of 
equipment and road property combined of $28,529,000 (see p. of Chapter V of 
Manitoba Brief), When it is borne in mind that the latter figure is calculated 
at the higher rates established in 198 one can see the point of the argument 
that renewal accounting is bound to result in greater current charges to expenses 
than depreciation accounting in a period of rising prices. 

Near the bottom of page 6 of Chapter V the suggestion is made that since 
the average depreciation accruals in respect of rolling stock for the years 19)0- 
48 was $14.3 million per year, this would be sufficient to retire the average 
total inventory of $362 million in 25.3 years. 

On page 7 the service life for locomotives, freight cars and passenger cars 
taken from the nant in the 21% Case is set forth and the following statement 
4s made. “It is obvious that if present rolling stock should continue in service 
for that length of time, and if the depreciation provisions of the period 190 to 
198 should be continued year by year, the amount which would be accumulated would 
be far in excess of the total cost of ‘the equipment." 

This statement is apt to be misleading. It ignores completely the mass of 
evidence which was before the Board in both the 21% and the 20% Cases. The 
following factors are ignored:- 

Firsts the user basis admittedly provides larger accruals 
of depreciation during years of peak traffic than 
does the straight line method. The suggestion, 
therefore, made at this page falls to the ground 
because the period 190-8 was the period of the 
highest traffic level in the Company's history. 

filed in the 21% Case and in the 


Secondlysmany exhibits were 


20% Case in which calculations were made on various 


assumptions as to what constitutes a normal year's 


mileage for equipment or ton mileage upon which 


the depreciation of road property is based. 
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The Board itself by a calculation in the 21% Case arrived at the conclusion 


that the user rates of depreciation then in effect were the equivalent of a straight 


line rate for rolling stock of 3.62%, (see p, 33 of the Judgment in XXXVIII J.0.R. 
&R.) Ewidence was introduced by two accounting witnesses in the 20% Case drawing © 
attention to the errors in the assumptions upon which the Board's calculation was 
made. Mr. KW. Dalglish of the accounting firm of Deloitte, Plender, Haskins and . 
Sells by Exhibit (49)=3 in the 20% Case showed how this percentage probably was 
arrived at. However, in Exhibit (49)-9 in the same case he established that the 
total accruals expressed as a percentage of total investment under the user basis 
for rolling stock depreciation was 3.08% based upon the average annual mileage per 
unit over a twelve-year period 1934-45 inclusive, This period was one during which 
there were depression years and peak traffic years, The rate of 3.08% on the user 
basis was the equivalent of a straight line rate based on an average service life 
of 32.4 years and not 25.3 years as indicated in Manitoba's brief. Moreover, Mr. 
SodoW. Liddy, Assistant Comptroller of Canadian Pacific, filed several exhibits in 
the 20% Case showing the indicated life expectancy of both rolling stock and road 
property of the Canadian Pacific as a result of the application of the user rates 
of depreciation in effect prior to 1948. 
t Exhibit (49)=-25 showed an indicated average life expectancy of locomotives 
of 38 years, freight cars 33 years and passenger cars 31 years based upon the 
_ mileage for the year 1940 as average or normal, Taking the fourteen-year average 
of 1933-46 inclusive, the user rates of depreciation on rolling stock indicated 
service lives of 37 years for locomotives, 33 years for freight cars and 28 years 
for passenger cars, This exhibit is based on the ledger value at January 1, 1948. 
| In Exhibit (49)=27 the average life of rolling stock reflected in the 


straight line depreciation rates accrued by Class I roads in the United States is 


shown, that is to say, locomotives 28 years, freight cars 27 years, passenger cars 


32 years based on the depreciation base as at November 30, 1946. 


Exhibit (49)=28 shows exactly the same results based on the depreciation 


base for November 30, 1947. 


Exhibit (49)=26 put in by Mr. Liddy is a similar calculation of the 


indicated average service lives for depreciable road property and shop and power 


machinery as indicated by the user depreciation rates in effect prior to 


the increase in 1948. On this basis and using 1940 as an average or normal year, 


he average life expectancy of depreciable road property was 64 years and shop 


1 power plant machinery 52:years, Taking the average of the fourteen years 


inclusive as normal, the indicated service life for depreciable road 


= 3% = 
property was 60 years and for shop and power plant machinery 4& years. 

Exhibit (49)<29 shows the indicated average life of depreciable road property 
on Class I United States railroads on the depreciation base of November 30, 1946. 
Exhibit (49)-30 shows the indicated service life for Class I United States roads 
on the depreciation base as at November 30, 1947. : 

“These two exhibits show the amounts by which Canadian Pacific depreciation 
charges are lower in dollars than the equivalent charges based on the average life 
expectancy indicated by the straight line depreciation charges on Class I United 
States railroads, Without exception, the accruals on the Canadian Pacific 
indicated a lower basis than if the indicated service lives of Class I roads 
had been used, 

It is conceded that accruals as high as those between 1940 and 1948 may be 
continued at that rate for such period as traffic volume and the consequent 
intensity of use continue at that high level, This is because if traffic volume 
remains high and the utilization of equipment is as intensive as during that 
period, no measure of service life in terms of past low level traffic years would 
be useful, Your Commission will bear in mind that the service lives shown at the 
top of page 7 of Chapter V are service lives based on the evidence in the 21% Case. 
The lives of locomotives and freight cars are those given by the Canadian Pacific 
witness O’Brien in relation to retirements taking place in past years and do not 
represent equipment subjected to the heavy usage of the wartime and postwar 
cchons: As to passenger cars, the age of 29 years referred to in the Manitoba 
| Brief is a calculation based on the witness Liddy's assessment of service lives 
\ indicated by the depreciation rate then in effect but based upon average run out, 

} mileages over a period of low and high traffic volume years in order to determine 
an average. 
If intensity of use and traffic volume are as great in future as they have 


fF been during the war and post-war years, no one can doubt that the service lives 


Bt be shortened as compared with those experienced in the past. 


On page 7 of Chapter V Manitoba sets forth that its objective "in criticizing 
‘the present practices is to prevent the development of a situation in which the 
depreciation provisions return the full original cost of the equipment and provide 

nething in addition." xe 


Here again it ignores the position taken by Canadian Pacific that it was 
ae prepared to defend its rates of depreciation, It did not at any time suggest 


the Board should not consider the propriety of those rates. It introduced 


evidence both by its technical officers and by experts. This evidence, in the 
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opinion of Canadian Pacific, is sufficient to enable a determination to be 


made of the propriety of its depreciation rates, 
On page 10 of Chapter V the following statement deserves scrutiny:~ 


t s = > 

‘There 1s no evidence in the rate cases to indicate that renewal 
accounting is not now being carried on, largely as it existed prior 
to the inception of depreciation accounting," 


This is an amazing statement, The position taken by Manitoba particularly 
during the 20% Case, although unsupported by evidence, was that certain renewals 
were being made of portions of units of property without any charge to the 
depreciation reserve, 

Under the Classification of Accounts of the Interstate Commerce Commission, 
as a unit of property is being replaced, it is retired and the original cost is 
charged to the depreciation reserve, if, however, repairs are made to portions of 
units requiring the replacement, let us say, of a part, the cost of replacing the 
part of the unit is charged to expenses and no charge is made to the reserve, 

This matter was raised during the 20% Case by Mr. Kent, an accountant giving 
evidence for British Columbia, His cross-examination upon the point begins at 
Po 3297 and continues to p. 3301 of the transcript in that case. 

I@ the submission of Canadian Pacifie the question only arises in borderline 
cases as to what constitutes a unit for the purpose of determining whether the charge 
should be made to the reserve and is one of judgment for the accounting officers 
concerned, Manitoba's submission would seem to involve charges. to the depreciation 


reserve when any part cf a unit is being repaired, In effect this means that 


depreciation should not be dealt with on the unit basis contemplated by the 
Classification of the Interstate Commerce Commission but on a very different basis, 

Canadian Pacific submits that depreciation accruals would be on a very 
different basis if this change were made, That is to say, if the depreciation rate 
is to be struck having regard to the retirement lives of units, one rate would 


suffice but if the rate is to be struck by reference to a new practice of charging 


\ 


“to the reserve the original cost of each part as it is replaced, a different and 


“higher rate would obviously be necessary. 
This whole question is one undoubtedly for the Board of Transport Conmmis- 


isioners and no legislation is needed because obviously legislation could not be 


Pion: ern with such detailed questions. 


Canadian Pacific can come to no other view than that Manitoba is making an 


i gument unsupported by evidence, to suggest that there is impropriety in what has 


een done. Canadian Pacific could understand Manitoba advocating a change in 


ctice of this kind, In that event the matter could be debated on its merits 


-_ 


at a 
before the Board of Transport Commissioners at an appropriate time. Canadian 
Pacific finds it difficult to understand why Manitoba appears to offer veiled 
suggestions of impropriety, The language on page 7 of Chapter V suggests that 
depreciation "is being used as a means of collecting a sum in excess of the 
original basic value of the capital assets, The recommendations which are to be 
presented hereafter are designed to ensure that this situation will not be allowed 
to continue in the future,..." 

On page 11 of Chapter V a reference is made to renewal accounting as having 
"apparently proved to be reasonably Satisfactory" for fifty years. 

This statement is made in the face of evidence that renewal accounting had 
not proved to be satisfactory and that this was the reason for a change to 
depreciation accounting, In particular, there was evidence by Mr. S.J oW. Liddy 
as to the reasons for the Company adopting depreciation accounting, There was, in 
addition, the strongest condemnation of retirement and renewal accounting by expert 
witnesses such as Mr. George 0. May at pp. 15497=-8 and 15543=4, Mr. Grant Glassco 
at pp. 15278=-80 and 15287-8, Mr. J.C. Thompson at pp. 14316=-18 of the transcript 
in the 21% Case and Mr, K.W. Dalglish at pp. 345-6 of the transcript in the 20% 
Case. 

On the same page the Manitoba Brief goes on to say that renewal accounting 
will produce the same annual charge as depreciation accounting if the replacement 
of assets takes place at a uniform rate year by year and if the price level does 
not change. 

In practice, replacement of assets has never been uniform year by year and 
is not likely ever to be uniform, In the second place throughout the history of 
the Company the price level has shown an almost continuous upward trend and this 
trend was greatly accelerated during the war and postwar periods. 

The reason for depreciation accounting in place of renewal or retirement 
accounting is chiefly because replacements are never uniform, 

On the other hand, because prices are on the upgrade renewal accounting 


will prove more expensive than depreciation accounting which is based on original 


cost, 
a] 


On page 12 of Chapter V of the Brief, Manitoba in discussing depreciation 


a... depreciable road property suggests that as a result of the inadequacy of data, 


‘and the extent to which life of road assets can be prolonged or shortened by 


Management, "there is an element of risk both to the user and to the railway if 
2 


~Aj «= 
depreciation accounting is introduced". 


A WAP 

i) ea 

, The Brief goes on to suggest what must be a truism, that if service life 
dies be underestimated, the user must provide unnecessarily large reserves, 


eerste if it is overestimated, the railway runs the risk that it will not seed 
"adequate reserves, 

‘cg This is another case of an argument based upon an acceptable statement of 
principle but leading to wholly erroneous conclusions, Of course, there must be 
risk that estimates of service life will prove to be wrong. They are, after all, 
only estimates, Manitoba would seem to suggest that because it is risky to 
_ estimate, a business enterprise ought to forego making any estimates, Quite 
“obviously no business enterprise could exist unless it planned for the future and 

unless it took some risks that its estimates might prove inaccurate, However 
| that may be, Canadian Pacific feels that it should be obvious to Manitoba that a : 

business enterprise such as Canadian Pacific and its experienced technical officers »] 

; must, owt of fraudulent intent, be capable of making the best possible estimates 

of service lives whether of road property or of equipment for depreciation purposes. 
Tis undoubtedly possible to err but the risk of error ought not to involve a 


rejection of an otherwise sound accounting practice, such as depreciation accounting 


‘undoubtedly is, merely because there is some risk in estimating service lives. 


On page 13 of Chapter V the view is expressed that "it is much preferable 
that the cost of expensive new assets purchased in periods of high prices should be 


paid off immediately." 

” This statement is at variance and entirely inconsistent with the case that 
Manitoba has hitherto presented. Ganadian Pacific agrees that if it were possible 
‘te have replacements uniform it would be preferable and more equitable to be on 

: accounting in a period of rising prices. Mr. George 0. May at pp. 15543-4 
of the transcript of the 21% Case, himself stated that the preferable method would 


be replacement reserve accounting, that is to say, instead of waiting for the 


“eplacements which might be bunched, a reserve would be created to provide for 
986 replacements. This method, he says, would be much more expensive than 


preciation accounting and would be, in the submission of Canadian Pacific, the | 


alent of accruing depreciation on reproduction cost and not on inventory cost. 


Reference has already been made to Exhibit (49).51 where in Table 2 the 


of the’ replacement or restoration of work capacity in equipment over the dikk 


tely $33,200,000 per annum, Tt is difficult, in 


» 


rs will average approxima 


iad et a 


« 


a a 7 ia ‘ , : a pn 

he light of this evidence, to see how Manitoba could expres: a pr ref ference for _ 
ae accounting although the B 
i ng ugh the Brief does suggest that a dist deeb te thie 
case might be made between rolling stock and road property. #8 j= 


2 On the otter hand, your Commission will realize that the present: depre ciation 


a | 
scoruals indicate a service life for depreciable road property on the eishillen | 


“Pacific at the present rates of depreciation of from 60 to 64 years, In these 


Cpemstencs a very large part of the depreciable road property has not reached | 
anything like its normal retirement age since the Company is only a little over 
70 years old and most of its expansion has taken place within the past 40 or 50 — 
years. in these circumstances it is hardly to be expected that retirements as 
yet have reached their nermal proportions, When they do, there can be little 
doubt but that renewal accounting would produce much higher annual charges to 
aaberes than does depreciation accounting. 
at The argument of Manitoba in this connection based upon average retirements 
compared with current depreciation accruals can best be illustrated by an example 
ef a company which purchases assets which, on the average, have a life of 50 years 
and immediately sets up depreciation accruals year by year in a reserve, If one 
can assume that the shortest lived of the assets will have a life of 40 years and 
the longest of say 60 years to bring about an average of 50 years, there will be 
no retirements charged to the reserve for the first 40 years of the Company's 
existence and relatively few for the next 10 years, Manitoba apparently suggests | 
that the measure of the propriety of the depreciation accruals in the first 40 years — 


is the retirements in the first 40 years which are obviously nil. On this argument ~~ 


no depreciation accruals would be justified. 
" . On page 1 of Chapter V the recommendation is made that service life studies 
lwhoteta be made by the Board of Transport Commissioners. 

Canadian Pacific has never had any objection to the Board making these 


studies, It has put before the Board much evidence and many exhibits to enable 


P is 


he Board to reach a conclusion as to the propriety of the rates, The propriety 
s v 7 


+h 2 rates must inevitably depend upon the reasonableness of the estimate of 


2 lives, 
oo this corinection your Commission will, it is hoped, not be misled by Le 
} ease with which the matter of service lives appears to be approached by 


, The only estimates of service lives which can be made are based on the 
oe 


io ‘All of the direct evidence with relation to service lives has been of 


al 


La 


4 me reg: 43 


Ce +? ae 


pea character, that is to say, evidence of the age of 


coat date of their retirement, There has been, on ‘she other b nd, mu 

| ; . thr iZ aX a0 x, 

wie n ce such as that of Mr. Newman (see PPe 14172-3; ae of the t cript 
<a ee re 

nthe 21% Case) that particularly in the case of equipment, the Company is 


hey eneo* 


an entirely new era, Obsolescence is likely to become a much peels | . 
; ¢ 
: on ane future than it has been in the past, 


“ears - Mr. Newman at p. 1470 of the 20% Case also stated that the company vould i 
no Longer purchase steam locomotives, He said the company would continue to 


Baia diesel locomotives but that these locomotives would have a shorter servic 


life than steam locomotives, . 
The remarkable fact is that the exhibits filed by Mr, Liddy in the 21% 
Case and in the 20% Case show that the user rates of depreciation based on several — 


alternative averages of normal run-out mileage, show service lives in excess of 

the lives estimated by reference to actual retirements, See Exhibit (49)={25 where 

service lives of 37-38 years for locomotives, 33 years for freight cars and 28~31 
years for passenger cars are shown, These service lives can be compared with those 
Chae on Page 7 of Chapter V of Manitoba'a brief. 

| On page 14 of Chapter V, the recommendation is made that the service life 

of equipment should be calculated in years. 


' Standing by itself, there would seem to be nothing wrong with this as a 


av 
cy 


basis. Most of the records of the past are admittedly available only in terms of 


yes So However, the suggestion that it follows that depreciation accounting should 7 
, a4. 
be on a straight line basis and not on a user basis is illogical. The definition ; 


Ae 


of depreciation accounting subscribed to by Manitoba and by ali parties before the 


Board of Transport Commissioners makes it clear that depreciation accounting is 


i Be} 


a process of allocation not of valuation. It follows that while the estimate of 
goa 


service life may be made in years, the accounting allocation need not evaluate 


exactly year by year the proportion of the service life which is used up. » 
dmittedly however, measuring this in terms of mileage in respect of equipment 


Setacich more accurate way than by dividing the depreciation accrual equally 


r 1 the years despite the wide fluctuation in use. ‘It is because of the fact 


depreciation procedure is an accounting allocation rather than a paces of 


eeiathon that much of the confusion has arisen in understanding the | 


of.the user basis. Let us assume that the life of a locomotive can 


ly be estimated at 35 years. In some of the years of this period it will run 


La <« 
a 


‘high mileage and in other years it will run low mileage, The straight line bas! 
would accrue depreciation at exactly the same amount. each year whereas the user 


method allocates the depreciation over the 35~year period in different amounts 


each year according to the mileage run out, If the rate is correctly assessed 


— the service life correctly estimated, the ultimate result is the same but the 


_ year to year accruals will fluctuate, It therefore becomes a question of estimatin 


‘cated life and this is just as difficult a question whether the straight line 
patho is used or the user method is used, 

“yess On page 15 of Chapter V the statement is made that there are no accurate 
records of useful life in terms of mileages and that "the C.P.R. has not produced 
any mileage records in any of the recent rate cases and it is doubtful whether 


they exist except for locomotives," 


Later on the same page the conclusion is reached that since this is so 


"it therefore follows that if the Board of Transport Commissioners is to have 


adequate data to test the system which is installed and is to be able to supervise 


the methods and application of depreciation in the future, that depreciation system 
must be one which is based — service life in years," 

There is an dapli¢stion here that the Canadian Pacific may have had the 
Erecerts and did not produce them, Let it be clearly understood that if the a 
Canadian Pacific had had the records they would have produced them, The fact is 


that there were no mileage records except for locomotives, 


f: On the other hand, the point is academic, It it is found.that the average life 
of boxcars at retirement was, say, 28 years and if it is found that the run out 
mileage of boxcars over that period was a given number of miles, one can quite 

We dircarctre at an estimate of what the service life will be either in terms of : 
years or miles, The exhibits filed by the Canadian Pacific tested the depreciation 
rates by reference to average mileage for the year 1940 and to average annual 


mileage for a 14 year period including both depression and high traffic volume 


rears, It is extremely significant that on these tests there is a close correlation | 


Gt) 


tween the indicated service life based on these average mileages and the observed 
wrvice life in the case of equipment at retirement. The close correlation between 


i approaches creates the irresistible presumption that the rates OES 


adian Pacific for depreciation of rolling stock are on the low side rather than: 


in any way excessive, Unfortunately, however, Manitoba appears to have 


< 


jored all of this evidence in its submission. 
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mA ae 
Maintenance Expenses 


Manitoba concludes Chapter IV with a general discussion of the level of 


maint enance expenses of Canadian Pacific, On page 8 the statement is made that 


one of the most revealing tests of any figure is to compare it with the corres= 
ponding figure in previous years. Manitoba, however, does not say that one of the 
most revealing tests of the proper level of maintenance expenses is the evidence 
of railway officers expert in this field who have throughout the past two rate 
cases and particularly in the 20% Case, given clear cut evidence as to the 
prepriety of the maintenance expenses of Canadian Pacific over a period of years, 
Manitoba has throughout the rate cases and in the present eee 
directed its attention principally to a comparison dollarwise with expenses between 
the year 1939 and the years 1947 and 1948, 
Manitoba also complains that the matter of income tax has made it difficult 
_ to make comparisons between various years, Just why Manitoba should have seen fit 
_ to set up as a difficulty a matter which Manitoba itself later finds to be no 
difficulty is difficult to understand, On page 9 of Chapter IV it is apparent on 
i the face of the language immediately preceding the table of figures, that income 
tax has been eliminated for the purposes of the comparison, Indeed, Manitoba has 
gone further and has eliminated joint facility rents and rents for hire of equipment. 
If income tax had provided any difficulty it is not easy to understand how Manitoba 
could quite so readily eliminate it from the comparison, With regard to joint 
facility rents and hire of equipment rents Canadian Pacific cannot understand what 
possible justification there is for eliminating these expenses, They are just as 
much a part of expenses as any other operating outlay except when there happens to 
be an excess of income over rents paid out on these accounts, As 1t happens, in 


most of the years both of these items show a debit and therefore a charge to 


expenses, 


On page 1 of Chapter VI of Manitoba's Brief it is suggested that although 


, 


‘a great deal of evidence was offered as to the level of maintenance chargeable for 


rate making purposes in the 21% Case and in the 20% Case, it is the view of Manitoba 


‘that no satisfactory conclusion has yet been reached. 


It would have been fairer if Manitoba had said that the Board in the 21% 


Case found that there was no evidence of over--expenditures for maintenance in 
1947. Although the most recent judgment of the Board on the review under P.C, 


678 had not been delivered at the date of Manitoba's Brief, it upholds the findings 
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of the Board in the 21% Case on this point. However there is kept open for the 


future, questions relating to maintenance expenses in regard to the 20% Case, 


On page 2 of this Chapter there begins an analysis of maintenance expenses 


which goes on for many pages, The basic approach of Manitoba on this question is 


exactly the approach which it argued and presented to the Board in the two rate 


cases and to the Cabinet, No attempt has been made to deal with the evidence of 


Canadian Pacific, 


The basic approach of Manitoba is that the 1939 maintenance expenditures, 
increased to allow for an increase in traffic on the Yager formula, and for the 


increase in prices since 19395 indicated that the expenditures in 1947 and 1948 


were excessive, 


In the 21% Case this argument was presented by the witness MacDonald for 
Manitoba, In effect the answer of Canadian Pacific was (a) that 1939 selected 


as a base from which to project the calculation, was the year in which the lowest 


low; (b) that no such projection would be valid unless it were established that 


its use in the circumstances in which it was used by the witness for Manitoba, 


| 
| 
f 


expenses varied with traffic the difference would be fully explained, He admitted 


In the 20% Case the witness MacDonald was not again in the witness box but 
Manitoba presented some evidence through the witness Moffat which was designed to 
indicate a similar result, In this case, however, Mr, Moffat contented himself 


with pointing to’ what he called the unexplained difference due to the increase in 


Emerson produced Exhibits (49)-41 to (49)<46 inclusive consisting of tables and 


" graphe covering tie renewals, new rail, other track material, ballast, roadway 
maintenance and track laying and surfacing. 

In Exhibit (49)<41 it is shown that throughout the period 1938-47 inclusive 
the tie renewals were lower on the average per mile of track than they had been 


ince 1923, 
In Exhibit (49)=42 the year 1939 was the year in which the number of gross 


amount was expended on maintenance for many years and 1939 was therefore abnormally 


the. base was average or normals; (c) that the use of the Yager formula was erroneous 


and that on its face (see Exhibit 169 in the 21% Case) it contained a warning against 


traffic volume. He admitted (see pp. 3399=3400) that if as much as 85% of operating 


Evidence was offered by Canadian Pacific through two witnesses. The witness 
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tons of new rail per million gross ton miles was only about one-third of the 1923-38 


Gverage and was lower than it was in any year subsequently, The exhibit also showed 
that in no year subsequent to 1939 were the gross tons of new rail per million 


gross ton miles at any time as high as the 1923.38 average, 
Exhibit (49) 


fe 


=43 showed for other track material the same result as for ae: 


Since these two elements run hand in hand, 


Exhibit (49)<-44 showed that in respect of ballast the expenditures per mile 
of road in 1939 were approximately one-quarter of the 1923=38 average and that in no 
year after 1939 was this abnormally low level found to exist. 


7 ‘ : 
Exhibit (49)-45 showed that the expenditures per mile for roadway maintenance 


| in 1939 and the equivalent hours of labour per mile were very substantially below 
the 1926-38 average, 


i 
y 


li 


f Exhibit (49)=-46 showed that in the case of track laying and surfacing the 


i expenditures per mile in 1939 were very substantially below the 1926-38 average, 
; Mr, Emerson at p. 923 of the transcript in the 20% Case gave it as his 


opinion that the conclusions to be drawn from these exhibits were applicable toe all 


i 
F maintenance items for road property. 


Mr. Newman who gave evidence in the 20% Case dealt with the question of 


maintenance of equipment and filed Exhibits (49)-52, (49)-53 and (49)=—5h4, His 


evidence and the exhibits make it clear that there has been substantial under— 
i 


' maintenance rather than over=-maintenance of equipment in recent years and that 
' 


the 1939 repairs were less strikingly abnormal in the case of equipment than in 
h the case of road property. 


q Since the principal attack on maintenance expenses referred to maintenance 


l 


_ of way, the evidence of Mr. Emerson is a conclusive answer on the question of the 


abnormality of 1939. 


' One further point was made in the 21% Case to which no reference is made 


in the Manitoba brief. Exhibits were presented by Manitoba and Saskatchewan 

_ (see Exhibit 336—L) designed to show that Canadian Pac cific from about the year 

| 192¢ to the period immediately rior to the war, had spent a relatively constant 
percentage of its revenue in maintenance of way and maintenance of equipment. 


There were two aspects of this to which attention should be drawn: (1),that 1939 


Sos on the face of this exhibit to have involved an abnormally low percentage 


Pee expended on maintenance, This, therefore, was an indication in itself 


the abnormality of 1939. (2) Assuming that the case is proved that there is a 
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relationship between revenues and expenditures on maintenance, this theory is 
basically one that maintenance varies directly with revenue. Now then, if that 


is so, it is basic to the theory of that exhibit that maintenance expenditures 


vary 100% or as nearly as may be, 100% with revenue, 

} This theory is entirely inconsistent with the theory advanced by Manitoba 
based upon the projection of 1939 level of maintenance into 1947 by adjustment 
for increase in traffic volume on the Yager formula, In the case of maintenance 
of way, the Yager formula indicates that 33-1/3% of maintenance expenses vary with 
traffic. 

it follows that if the theory propounded by the analysis contained in 
Exhibit 336-L is sound, maintenance expenses would vary nearly 100% with traffic. 

It also follows that this theory is completely inconsistent with the Yager 
formula in which 33-1/3% of maintenance of way expenses vary with traffic, 

The Yager formula on the other hand has been completely repudiated and the 
evidence in the 20% Case showed (pp. 3397-8) that on the latest I.C.C. study, 
total operating expenses varied from 80% to 90% with traffiec, This study also 
showed that maintenance of plant varied more than 50% with traffic. 

A further difficulty in which Manitoba must find itself is that the 
comparison between 1939 on the one hand and 1947 and 1948 on the other, is a 
comparison between periods in which there were unlike provisions for retirement 
of assets, That is to say, 1939 was on a renewal accounting basis for road 
property whereas in 1947 and 1948 depreciable road property was on a depreciation 
accounting basis, 

It follows that comparisons based on 1939 are met (a) by the clearest 
direct evidence that the physical volume of maintenance performed in 1939 on 
|| maintenance of way was abnormally low; (b) that the Yager formula on its face 


could not be used since the traffic volume increase exceeded the amount stipulated 


in the formula and since the comparison was made between years too widely spaced to 
| satisfy the conditions of the formula; (c) Mr. Moffat's Exhibits (49)=138 and 

~ (49)=140 apply the same principle as was applied by Mr, MacDonald in the 21% Case 
bi instead of limiting the projection to maintenance of way and structures, 


maintenance of equipment and transportation respectively, he projected 1939 working 


_ 


expenses, The fallacy in this is exactly the fallacy in the earlier evidence of. 


Mr MacDonald, 
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As to maintenance of equipment the evidence of Mr, Newman (see PPe 1486- 
1488 in the 20% case) 


stated that the run-out mileage not restored by repairs 
during the period 1939-47 amounted to 22 million miles, This is another way 
of saying that not only was maintenance not excessive during the period up te 
and including 1947, but it was definitely below normal to the extent that the 
repairs were unable to restore the wear and tear on the euiceniee He said also 
at the same pages that the restoration of this backlog was only beginning in 1948 
and in that year the deferred maintenance fund was drawn upon. In the result, 
therefore, current maintenance expenses in 1948 were not charged with any of the 
cost of this restoration, 

On page 7 of Chapter VI the view is expressed by Manitoba that the Board 
"should not reject a yardstick simply because "both railways have indicated to 
the Board that no index of cost of materials and wages is available for each of 
the years between 1939 and 1947!", 

This purported summary of the Board's reasons for rejecting the evidence 
of Manitoba is inaccurate, It infers by the use of the words "simply because” 
that the Chief Commissioner and the Assistant Chief Commissioner rejected these 
contentions solely on this ground, That is not a proper inference to be drawn 
from either of these judgments and in particular that of the Assistant Chief 
Commissioner who reviewed the evidence and reached the following conclusion at 
page 72 of the Judgment (XXXVIII J.0.R.& Ro) 

"The above viewpoints, and allowing for the natural desire 

of an official (Mr. Crump) in charge of operations to obtain 

the maximum allotment to maintenance, would at least suggest, 

in my opinion, that maintenance on the Canadian Pacific Railway 

was not overdone in 1946 or in 1947; if anything, it appears 

that it might properly have been greater, particularly in 194758 

This attitude of Manitcba is all the more difficult to understand when 
your Commission is asked to believe that the Board rejected their contentions 
"simply because" certain data was not available. 

At the bottom of page 7 and top of page 8 of Chapter VI the following 

_ statement is made:~ 


"It i i hat these studies should be approached 
Sethe apbeer: an attempt to discover what maintenance 
expenditures are ‘desirable and necessary in the interests of 
Canada as a whole’, and should not be confined to an sgh 
analysis of what the railways have done in the past in following 
out the practice of providing large sums for maintenance in Aaa 
of good revenue, and reducing maintenance materially in year 


when revenue is smaller." 
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Note the language used by Manitoba, There is a suggestion that the test 
of the need for maintenance expenses is what is desirable and necessary in the 
interests of Canada as a whole, No reference is made to what is desirable and 
necessary in the opinion of railway management for the safe and efficient operation 
of its services. One would have thought that this would at least have some part in 
Manitoba's submissions since it is the responsibility of railway management under 
the Railway Act and the regulations of the Board as well as in railways! own 
interest to provide a level of maintenance which will ensure a safe and adequate 
railway operation at the lowest cost, 

Note also that there is an inference in the language of Manitoba that 
hitherto the analysis conducted by the Board has been "confined to an historical 
analysis of what the railways have done in the past", But consider in this 
connection Manitoba's assertion on page 8 of Chapter IV that one of the most 
revealing tests is "to compare it with the corresponding figure in previous years", 
The = Suggestions seem inconsistent, 

Nevertheless Canadian Pacific agrees with Manitoba that the analysis of the 
requirements for maintenance should not be confined to an historical analysis of 
what has been done in the past. Indeed, although railway witnesses did make such 
comparisons there was direct evidence not related to the past, that is to say, the 
witness Crump in the 21% Case, the witness Emerson and the witness Newman in the 


20% Case who all expressed opinions that the level of maintenance now being done 


/ is not in their opinion excessive, This evidence is apparently ignored by 


Manitoba, 
| On page 9 of Chapter VI and on the previous pages the suggestion has been 
) made that a study should be undertaken among other things including engineering 


appraisals, "records of number of ties laid, records of number of pounds of new 


and re-lay rail placed, etc." 


What Manitoba does not refer to is the very evidence involving the records 


for the number of ties laid, the number of pounds of new and re—lay rail placed, 


Ee well as a large number of other data contained in Mr. Emerson's exhibits and 


those of Mr, Newman, i.e. Exhibits (49)-41 to (49)=-47 inclusive together with 


Exhibits (49)=52, (49)-53 and (49)-5h. 
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On the first page of Chapter VII much is made of the inaccuracy of the 


y company's estimate of revenues for 1947 and of the accuracy of the ~~ 
ncial estimate, % 


_ It is sufficient to point out first, that the provincial estimate -_ 
as made some six months later than the railway estimate, that is to say, late 
1 the Spring or early Summer of 1947 whereas the Canadian Pacific estimate was 
originally made in the Fall of 1946 and was checked in January of 1947. Secondly, 
the 21% increase, which is basically the reason for the complaint of Manitoba, 
was ‘not decided upon estimates of revenue, It was, in fact, decided on actual 
Pencits for 1947 and this is quite apparent from the judgment, (see pp. 65 and 
66 Judgment of Chief Commissioner in XXXVIII J.0.R. & Ro) | 
On page 3 of Chapter VII under the heading of the “application of 
accumulated surplus" the brief reiterates the belief of Manitoba that renewal 
SE Ce Oe should be established for road property among other things because 
it would reduce the capital monies required, 
This is a very strange argument, In effect it suggests that on the 
ne hand, maintenance expenses are too high because depreciation charges 
are too high, and on the other hand, that renewal accounting which in practice 


| would be more expensive than depreciation accounting, should be substituted 


for road property. 


At the bottom of page 3 and continuing on page 4 of Chapter VII the 
argument proceeds that the raising of capital should be by the sale of secur= 
ities in the capital market because this will help to draw the line between 

Pee tnctidy contributed by the owners of the corporation, i.€.; equity securities, 
bs money contributed by the users of the service, It is argued that this 

ethod has the further advantage that it does not call upon the users of the 

| ce until after the equipment is in use, as if that were peculiar to renewal 


q ing. 
Note that this deals with equipment and is, in effect, an argument that 


money for equipment should be obtained by borrowing so that the users 


7 services do not have to provide the money for financing the new 
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Compare this with the Suggestion that renewal accounting be undertaken 
for road property, 


Under renewal accounting the charge for replacement of the 
asset takes place at the time of its purchase and is a direct charge to operating 
expenses and therefore to the users of the railway service, If it is an advant-= 
age'not' to have the users put up any money until after the equi pment is in use 
it must equally be to their advantage not to have put up any money for road 
property renewals until after the road property asset is in use, 

On page 4 of Chapter VII an argument is made against the sale of secur— 
ities by railway companies because the investing public no longer considers the 
field of railway bonds and stocks as "attractive an investment opportunity as 
it once did", Reference is made to the frequent bankruptcies of railway com= 
panies in the United States and to the greater inducement that is necessary to 
attract funds to the railway field, 

While giving lip service to the principle that railways must have ade= 
quate revenues Manitoba argues that railways should not sell their securities 
because the public takes a rather dim view of the investment value of those 
securities, Nowhere is there an attempt to meet the real cause of the public's 
pessimism in regard to railway securities, This cause is brought about (a) by 
the unwillingness of those who are parties to the rate cases to recognize as 
necessary, reasonable hassatant in freight rates and (b) by the delays which 
have faced the Canadian railways in obtaining relief. These delays are next 
to disastrous, 

Canadian Pacific reminds the Commission that the application which 
/resulted in the 21% nade aeks was filed in October of 1946 and after hearings 
‘which lasted 150 days throughout the year 1947, the increase did not become 
‘effective until April 8, 1948, a delay of about a year and a half, 

Canadian Pacific also reminds the Commission that when the wage increase 
Jwent into effect in July of 1948 retroactive to March 1, 1948, the railways 
filed an application with the Board of Transport Commissioners immediately. 
| Bering was not commenced until January 1949, was not completed until April 6th, 


Hy 
1949 and judgment was not delivered until September 20th, 1949. This again is 
i 


z . 
| delay of approximately a year and two months. 
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During the interval between the filing of the application and the hearing 
in January 1949, there was an appeal to the Cabinet against the 21% judgment as a 
result of which the 21% judgment was sent back for review, The Provinces then 

had their third opportunity of meeting the railways! case, Not content with this 
they are attempting to bring before your Commission exactly the same suggestions 
and arguments as they had previously made on the other three occasions, How can 
any enterprise carry on in the face of this kind of opposition? 

Canadian Pacific submits that one function which the Board has full authority 
to perform and which it should continue to perform is the review of just such 
questions as Manitoba has raised in its brief and that no interest can be served 

| by asking your Commission to review for the fourth time the suggestions and 
arguments of Manitoba which have already been rejected by the Board and which are 

| still under review by that body. 

At page 5 of Chapter VII a possible method of financing is suggested by 
Manitoba, namely, that of using accumulated surplus for that purpose, They support 
their position by referring to the Board's judgment in the 21% Case, Manitoba then 
goes on to suggest two basic sonia oe the use of surplus, One of these is 
that surplus account is subject to income tax, The second, stated on page 6 is 
that not only must the customers contribute income tax on the surplus, but the 

_ ‘money is taken into the general treasury and is treated as money belonging to 

the owners of the Company. Here again is the theory which pervades the Manitoba 
brief that money paid to the Company does not belong. to the Company, This must 
Mbviously be consistent only with the theory that a railway company must be 
treated as a socialized entity although in name it may be called a privately owned 
enterprise, Manitoba might as well argue that in any case where a merchant is 
selling a necessary article of food or clothing without which the public cannot 

st, the money paid to the merchant for the shoes, for the children's clothes, 
ste is to be treated as a trust fund not owned by the storekeeper but by the 
stomer , 

At page 7 of Chapter VII, in discussing the methods of financing, two 

First, that for financing improvements, the users of the 


ggestions are made, 


ce should pay higher rates than would be required to support the existing 


d of service, This revenue should be set aside in an improvement fund 


* capital purposes. 
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On page 8 the statement is made that Manitoba has made no attempt to 
analysis all the implications of this suggestion, , 
One would have no difficulty in understanding that Manitoba has not 
examined all the implications of this suggestion because the very essence 
of the suggestion is that the railway company should be allowed to earn a 
i cla and the surplus as such has previously been condemned by Manitoba 
in its brief. However, Canadian Pacific fully agrees that it is a most 
desirable and indeed necessary principle that the rates should provide 
something more than is needed for operating expenses, taxes and fixed 
charges and the Board has consistently so held throughout its history. 
The second suggestion on page 8 of Chapter VII is that there should 
be direct capital assistance by the Dominion Government, With no Lstnaecey 
left in management to determine improvements, methods of financing, deprec= 
iation policies, the rate of depreciation, standards of maintenance, 
standards of service, questions of efficient use of labour and materials, 
the intervention of Dominion assistance would remove any necessity for 
Canadian Pacific remaining as a privately-owned enterprise. Moreover, the 
segregation of the so-called contributions of money owned by the users of 
_ the service and presumably the different treatment to be afforded to that 
money as compared with the money contributed by the owners of the corporation, 
would create in essence a publicily-owned railway service managed and controlled 
by the public or by public authorities, Canadian Pacific submits that clearly 


this is a socialistic viewpoint and believes it its duty to say 50. 
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HORIZONTAL OR FLAT PERCENTAGE INCREASES IN FREIGHT RATES 


This is a subject upon which a very great deal has 
been said during the regional hearings of your Commission 
and during the many hearings before the Board of Transport 
Commissioners in recent rate cases. It is alleged that such 
increases disturb existing rate relationships and that they 
have a more serious impact upon those producers who must 
compete with other producers closer to the common markets. 

It is argued that if general increases are necessary, they 
ought to be made by applying flat increases in cents per 
hundred pounds or percentage increases with maxima fixed in 
‘cents per hundred pounds and that these maxima are particularly 
necessary in the case of certain basic commodities. 

The principal argument in support of the case against 
flat percentage increases has been based on simple arithmetical 
calculations to demonstrate that a given percentage of a 
higher of two rates yields a greater number of cents per hundred 
pounds by way of increase than the same percentage applied to 
the lower rate. It is said that this disturbs existing relation- 
ships because such relationships are already established by 
the differential in existing rates in cents per hundred pounds. 

The argument proceeds to point out the large number 
‘of exceptions to flat percentage increases which have been 
ordered by the Interstate Commerce Commission in its judgments 


recent years in general increase caseS. Reference has 


: ecguently also been made to the opinion of the Duncan 
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It is true that there have been a number of 
exceptions in the application of percentage increases in the 


United States. It is also true that the flat percentage 


increase results in increases greater in cents per hundred 


pounds in the case of the more distant shipper than in the 
case of the shipper closer to the market. 

Before dealing with the principle involved, it may 
be pointed out that the practice of the Interstate Commerce 
Commission in this respect is not necessarily an authority 
to be applied with any confidence in this country because 
of the very different conditions in the United States. The 
principal distinction between conditions here and those in the 
United States lies in the fact that the United States railroads 
themselves are largely responsible for the practice of establishing 
exceptions to percentage increases based upon a maximum number 
of cents per hundred pounds. This, it is submitted, may largely 


be attributable to the fact that in the United States there are 


"avery large number of small railway systems whose interest lies 
. ; oh ne Aes 
"in maintaining industries already located on their lines or in 


' inducing new industries to locate there in preference to 
' locating on the lines of other railways closer to the principal 


market. In Canada, however, there are relatively few railroads 


iF 


geographical location, is not of the same importance to the 
7 


and therefore the competition, so far as it relates to their 


railway systems as in the United States. Whatever may be 


the reason for the practice of the United States railroads, 
she fact remains that most of the applications in the general 


crease cases contain these exceptions. One can quite readily 
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realize that the Interstate Commerce Commission in these 
circumstances might feel that the practice should not lightly 
be disturbed. 
One can readily see that flat percentage increases 
applied to rates in circumstances in which a general increase 
| in wholesale prices did not also take place might produce 
disturbances in relationships. However, in view of the general 
-inerease in wholesale prices, the allegations made to your 
Commission and to the Board of Transport Commissioners are in 
present circumstances unsound because they do not take such 
| price increases into account. 
In following the argument it shaate be remembered that 
the rise in the general price level has been the moving factor 
in compelling rate increases, certainly since 1946 and practically 
-since 1°14. 
The argument proceeds, therefore, from a "normal" 
situation in which rates are in balance with other prices and 


with the needs of the railways. This situation is disturbed 


by changes originating in prices and not in railway charges. In 
order to see this force clearly, it is assumed that the efficiency 
of the railway industry keeps in step with that of the community 
as a whole. 

Consider the case in which prices double as in fact 


Wholesale prices in Canada have more than done since 1939. 


Produced Produced 
near the far from 
market the market _ Ratio _ 
= Under normal conditions 
irket price 100 ~ 
ransport cost ; 
(11 - net price 9 G2 104.35 
& 00% 


ansport cost as % of market price l, .00% 


= 


ul 


Pe 


: perdu suns? eryongret + er tanesnT erly fou 


Sem of sila eo Linas ete «Ads 1669 Sty ew elas 


BA 
oS) erred “iertedep @* A> tate at esa resets aes g 


TeAt sandeesteq GT) Parle oo4 virbasy neo one 


ecbiohs Spin aceie odin lc soo ble eoaty at 


Lavenes BOSS Waly “ni , ty esl »> do qeitaley a) Geom 


V060GP elem Chottvnaica 1 | oi seelodw > oa 
. + 
nt wen €45a0 lhe (ew!) Pe | af. of DAA GOReRe 
< « 
Nave Gea! fon ob Gort eevaese _ Jennie at 


t 
ii Pee: 2280 1D He 


; . - a 
recs ‘peqodmayes ~ * in Sy Ti ' tniwollot ai ome 


nOgeu?-Gabvam 6dy need «c! ot iatecoe edd’ a) ae 
efiacigouwwqg bnew 14°) «4 he ant Lt sqm 
eke 
"(aston 4 a mrn'ts “sat 
ban Seyc? WwlmM. Ar Te stan oo law alr ae rr : 
MS THM LS chest ofS 

al Senten) tire j . 
Teeielhia sis f ; p @] a>" aire 


¥ ~ CUTS ede 4 Toi iw is 


zaet ai ce et” died bas 


. 


] 
“ 
| 


do! >hntCa 2@ 


hes bor i Ae 


rivet * 


@ _ - 
Te | © ] ’ 
wi teh d MD a a 


_lanzboa sabay 

aolay. 

4-2-- JEG PIOq 
é sorte gan 


: <5 a *8606 9 o 


a? 


| Maintained. 


the economy. 


~ 58. 


B =- Market prices doubled, 
rates unchanged 


Market price 
Transport cost 
Mill - net price 


Transport cost as % of market price 


€ - Market prices doubled, rates 
increased by a flat amount of 


3¢ per 100 lbs, _ 


Market price 
Transport cost 
Mill - net price 


OO ee 


Transport cost as % of market price 


D - Market prices doubled, rates 
increased by 50 per cent 


Market price 


Transport cost 


Mill - net price 
Transport cost as % of market price 
E - Market prices and rates 

both doubled 


Market price 
Transport cost 


Mill - net price 


Transport cost as % of market price 


Examination of the ratio of mill net prices for the 


Produced 


- near the 
market 


Produced 
far from 
the market 


200 

dee 

192 
4.00% 


_ increase in rates when prices are rising would be disturbing to 


It is only by percentage increases that the 


Ratio 


102.08 


LOC ke 


LO2 1g 


104.35 


_two producers will show why any solution other than a percentage 


Any alternatives result in a situation more favourable 


| to the distant producer. Each one, in varying degrees, improves 
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the capacity of such producers either to increase profits 


or to bid for the use of labour and capital in order to expand 
production, 


To the extent that a flat or maximum increase in cents 


per hundred pounds in rates favours the distant producer the 


position of the nearer producer is worsened, unless he is able 


to call on other forms of transportation, To the degree that 


this is possible the Railways must meet the competition or lose 


the traffic, but in either case revenues will be short of the 


figure which the increase in rates was designed to provide. 


Considering a case in which prices fall instead of rise, 


el ae ee 


the same reasoning can be applied and the same result secured, 
) A percentage decrease in rates alone preserves the competitive 


relationships between various producers in terms of the ratio 


of mill net-prices, 


ao 


Any attempt to hold down rates, regardless of this 


method, will encourage a redistribution of population and 


_industry. This redistribution must eventually be abandoned 
_when the distress of the railways, and the losses which their 
- poverty force upon the community as a whole, compel such an increase 
as will bring rates back into balance with other prices. 
: The greater the disharmony between rates and other prices 
Bihe greater is the likelihood that distant production will be 
Se Indeed, some producers, too distant to enter a 

given market under normal conditions, may be able to do so with 
Betative ease if the rate situation is sufficiently unbalanced, 

The area of supply will widen. Transportation will be used freely 
and even recklessly because its relative price has been sharply 


“reduced. This will not mean any net increase in the national 


roduct, but rather the reverse. More transportation will be 
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used per unit of net output and the resources used to provide 


eaaprSransportat ton will therefore be withdrawn from other 


occupations and the national product will be lessened by what 
they would otherwise have produced, 
phan It is probable that one of the major reasons why an 


attempt is made to argue against percentage increases at the 
“present time is that a certain distortion of the economy has 
already occurred, Due to the time lag in obtaining increases 


ain freight rates some production may have taken place which 


otherwise would not have been undertaken at the places where 
it is presently carried on, | . 
This argument has been stated in terms of a uniform 


rate of change in efficiency. If the railways are in fact able 


a eee 


to increase in efficiency faster than the rest of the community 
then they will need an increase in rates proportionately less than 
the increase in general prices. 

t The Board of Transport Commissioners in its Judgment 


in the 21% Case XXXVIII J.0.R. & R. at pp. 57 and 58 makes clear 


that in the opinion of the Board, which Canadian Pacific believes 


‘to be sound, rate differences resulting from rate increases 

and reductions in the past cannot properly be described as 
establishing so-called competitive rate relationships. It follows 
that if they cannot be so described, disturbances in cents per 
ondzied pounds in these differences cannot amount to disturbances 
of existing rate relationships. The various phases of the matter 
= were argued before the Board in the 21% Gase were dealt 

e. in the Board's Judgment beginning at p. 46 and the conclusions 

f the Board are contained on p. 65 of the same Judgment. In the 
i. Gadement in the 20% Case, the Judgment of the Board with 


sspect to the horizontal percentage increase question was upheld. 
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Canadian Pacific relies upon the argument by counsel 


as presented to the Board in the 21% Case and in the 20% Case. 
See particularly the argument of Mr. Evans at pp. 16121-16138 
inclusive and pp. 18410-18416 in the 21% Case and pp. 4721 to 4726 
in the 20% Case. 

Some of the absurdities of the position advancadby those 
opposed to the percentage increase may be found in the ietilentes 
of Mr. Braidwood, President of the Vancower Board of Trade, 
whose evidence begins at p. 7926 of the transcript in the 
21% Case. Attention is particularly drawn to his cross-examination 
by Mr. Carson on behalf of Canadian Pacific, beginning at p. 7956. 
Your Commission will recall that in the 21% Case 
the only exception to the flat percentage increase contained 
in the application and in the subsequent judgment of the Board 
was in the case of coal and coke with regard to which flat increases 
in cents per hundred pounds were authorized. It is interesting 
to note that in the 21% Case and at the regional hearings 
held by your Commission, the Saskatchewan coal operators made objection 
to the principle of increasing coal rates by amounts expressed 
in cents per hundred pounds on the ground that this method of 
increase favoured the Alberta coal producers in competing for their 
Winnipeg market. (See pp. 7634-36 of the transcript in the 21% 
Case and pp. 832-835 and pp. 855-857 of the transcript in your 
Commission's regional hearings). 
It is interesting also to note that in the brief 
4 presented by the Province of New Brunswick at p. 3963 of the 
| one of the complaints of the coal industry relates 


Bto the substitution of an increase in cents per hundred pounds 


rather than a percentage increase. (See also the evidence of 


Mr. Tooke in cross-examination where this objection is reiterated - 


transcript po 4298.) 
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Thus these complaints by the coal industry against 

an increase in cents per hundred pounds may be taken to be 
typical of those which would be made by many other industries 
in the event that it should be determined that maximum increases 
based in cents per hundred pounds should be applied on other 
commodities. 

Canadian Pacific also draws attention to the fact that it 
is entirely sound and in accordance with accepted practice that 
the Board should have held as it did in the 21% Case, that any 
exceptional cases could be adjusted by it on complaint on a 
subsequent hearing. Indeed, the Interstate Commerce Act 
Section 15 (7) is interpreted by the Commission as requiring 
that questions of that nature involving intricate and involved 
matters must give way so that preference may be given to the 
broader questions involved in applications for general increases, 
(See Ex Parte 168 p. 23 of mimeographed report). 

That it would be difficult to apply such an alternative 

in a general increase case is agreed to by Mr. Love who appeared 
| as a witness on behalf of the Government of New Brunswick:- 
Transcript Page 4033 

"MR. LOVE: I can imagine it would be very difficult 

to amend every tariff in such a way to avoid a hcrizontal increase 
considering every industry. 

| THE CHAIRMAN: World conditions might change very 

| rapidly very often. 

ANSWER: Yes." 

To sum up, while under constant wholesale prices, 

| some argument may be made that it is preferable to change 

Sates by uniform amounts rather than by uniform percentages, 
Sen changing wholesale prices constitute the major reason for 
whanging rates, uniform percentage changes are the only 

pational answer. It was an error not to allow rates 
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to increase while prices were increasing, as they have done since 
1939. The opposition to percentage increases at the present time 
demonstrates how great that error was. 

On page 9 of Chapter VIII, Manitoba attacks the principle 
of horizontal percentage increases and it might be inferred from 
the references to differing percentage increases in the earlier 
rate cases as between east and west, that if there had been 
equalization between east and west one of the principal objections 
to horizontal increases would have been overcome, 

Canadian Pacific points out that elsewhere in this 
Submission will be found an outline of proposals for equalization 
which will in due course be made to the Board and this should, 
when accomplished, serve to put at rest this objection of Manitoba. 

However, on page 12 of Chapter VIII, after referring to 
the practice in the United States, the following statement is made:- 

"It is our submission that the lack of reliable traffic 
statistics is much too flimsy an excuse for failure 
to take action upon a matter of such importance as 
ehiso? 
This reference is to a passage in the Judgment of the Board in the 


21% Case, which appears on page 12 of Chapter VIII of Manitoba's 


soritef ; 


Canadian Pacific points out that for reasons best known 


to Manitoba, there has been no attempt to give the Board's reasons 


in full for rejecting the argument of the Provinces against horizontal 


increases, For example, at the top of page 65 of the Judgment of 


Bithe Chief Commissioner in XXXVIII J.0.R. & R., the following passage 


- appears?- 


"Strong exception was taken by the respondents to 
the granting of a straight percentage increase in 
freight rates. But, as I view the matter, this 
is the only workable and practical method of dealing 
with the question in order to provide the additional 


revenue reguired by the railways." 
The attention of your Commission is also drawn to 
pages 57 and 58 of the same Judgment, where the Board rejected the 


ontention of the respondents that rate differences constituted 


ompetitive rate relationships which would be disturbed by a 
‘ 
orizontal rate increase. 
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= EQUALIZATION OF RATES 


4 


“1. Much has been said in the regional hearings before 


_ your Commission and in the several provincial briefs about 


Sis alleged disparity in rates between Eastern and Western 
Canada ° 


. Canadian Pacific submits that the extent of this 
disparity has been greatly overstated, Nevertheless Canadian 


“Pacific concedes that there are differences in the rates as 


between Eastern and Western Canada. Some of these differences 
-are due to the Western rates being higher than the Eastern 
Fates; others are due to the Eastern rates being higher than 
Western rates, 

The question of disparity as between Eastern and 
Western rates has been a subject of discussion and dispute 
for many years and more recently in the 21% Case before che 


Board of Transport Commissioners. 


In Chapter X of the Manitoba Brief under the heading 
"Regional Considerations", and particularly at page 2 of 
that Chapter, reference is made to Exhibit 326 filed by 
Mr. Moffat in the 21% Case, which purported to show that the 
rates in Western Canada, by reference to the actual movement 
of traffic, were some 14% higher than the rates in Eastern 
Canada. 
On page 4 of that Chapter reference is made to a 
recalculation based on the year 1948, the result of which according 
pe? the Brief is to establish that the difference of 14% had 


y that year been reduced to 62%. 


cal 


* Some of the frailties in Mr. Moffat's Exhibit 326 
ve been referred to during the regional hearings before your 


mmission. Your attention is invited to the argument of 
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“counsel for Canadian Pacific in the 21% Case directed to 


< 


Y this Exhibit, which will be found in the Transcript of that case 
at pages 16,130 to 16,138 and in reply at pages 18,515 to 18,517. 


AS was pointed out in argument, his Exhibit represented 


an attempt to assess the real difference in the rate levels 


ee East and West. It fell into error inasmuch as it was 


ae to give effect to interline traffic, The point of this 
_ is thet Mr. Moffat's Exhibit measurés the burden of the rates 
both Bast and West by reference to the average revenue per 

a 7 
ton received by Canadian Pacific. In the East there is a very ; 
much larger proportion of traffic which is interline, that is to : 
cs, it represents the movement of traffic over the lines of 
‘more than one carrier, In these circumstances, the revenue per 


ton received by Canadian Pacific is only a proportion of the | 
through rate and the revenue per ton is therefore not a measure : 
oH the rate for the through movement. Much of the traffic within : 
‘Eastern Ganada is interchanged with United States lines on 
through rates, whereas in the West a very much smaller proportion 
of the total is so interchanged. Mr. Moffat admitted (see 

page 11,927 of the 21% Transcript), that this would affect the 

result of his study. 

A further error made by Mr. Moffat was that he had 

failed to take into account the preponderance of import and 

xport traffic in the East and he admitted at page 11,931 of 


she transcript that this would serve to depress the average 


-evenue per ton in Eastern Canada. 


It is also obvious that if the rate level in the East 
ae more greatiy affected by competition, this would also affect 
Moffat's result and it would not measure the real disparity 


the normal rates as between East and West. 
cs 
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Sewenld be impossible to measure the effect of these 


"S exactly, as no one has developed the information which 


uld be necessary to measure them. As was contended by 


anadian Pacific at the time, the only true measure of the 
isparity, if any exists, is to be found as a result of the 

ay bill study which the Board is making in the general freight 
pates investigation. 

That there was substance in the errors attributed to 
be Moffat is now apparent. The Manitoba brief admits that 

he disparity shown by Exhibit 326 has been narrowed by virtue 
f increases in international and competitive rates which more 
reatly affect the East than they do the West. These are the 
BY factors that have been changed since Mr. Moffat made his 
iginal study. 

le While because of the waybill study and equalization 
roposals the matter is probably academic, Canadian Pacific has 
itself made a calculation on the basis of the method used in . 
ixhibit 326 and gives hereunder a table showing the results of 


hat calculation. ; 


Revenue at 
Western Level 


Above or 
At Equivalent At Equivalent (Below )Revenue 
Eastern Average Western Average at Eastern 
Revenue per Ton Revenue per Ton Level by 


tern Traffic (Constructive) (Actual )# 
- Ex.326) $101,468, 563 $116, 732,293 
4 oe (per ) aie ae Vit 35 oak 
nded Mar.31,1949 152, nee °709 
-e nded June 30,1949 159,255,982 158,304,058 
nr Traffic (Actual )# (Constructive) 
4 : 0,297,495 $124,664, 984 
1946 (per Ex.326) Pia ae ae 133 rer 096 
d “a Mar.31,1949 152, ° 681,60 
et ine’ 30, 1949 152,874,251 153,835,406 
c... (Constructive) (Constructive) 
née 8 241,397 5277 
§ (per Ex. 326) #211, 1 76 i “sol, ni 720 
nd 3), i sok 5997317 30 
ce sd Mar 3 $3h9 31221305233 «312,139,464 


: i 
#Exclusive of "Absorptions and Corrections 
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Br * It will be noted that what was found to be a disparity 
eG now is substantial equality under present conditions, 


at is to say, 


for the year ending June 30, 1949, 

Canadian Pacific points out, however, that the results 
stained for the year 1948 do not correspond with those most 

7 ently obtained by Mr. Moffat when he found the disparity 


a at 62%. However, Mr. Moffat's recalculation has 


Indeed in his Exhibit 326, Mr. Moffat included the grain rates, 

. The above table and the results of the latest calculations 

gpouls set at rest complaints in Western Canada about the substan- 

tial disparity between West and East, since the calculation is made 

Bethe Same basis as Mr. Moffat's original study. However, in the 

view of Canadian Pacific, whatever faults there may be in ‘such 

oo: there are differences in the rates East and West. These 
boy 4 

cases in favour of the East. Moreover, there is no doubt that 

the Eastern rate level has been depressed by virtue of water 

Barat ton and the greater degree of highway competition which : 

Bias there, This peed to be admitted because on pages 4 and 

5 of Chap. X of Manitoba's Brief, concern is expressed that the 

ici 

“a 

% is really hard to understand Manitoba's difficulty. The Brief 

vier admits that so long as competitive rates are compensatory 


— required by the competition, the railways should have the 


7 
fferential in future will increase due to competitive rates. 7 
7 


a : 

zht to publish them. If, therefore, the railways are to have 
a4, 

8 right, it may well be that the disparity between East and 


t = never be wholly eliminated until the competitive conditions 
er) ; 
become the same. The fact remains, however, that the railways a 


itera. 7hoak “ 
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themselves have indicated their intention of equalizing 
the class rates and commodity mileage rates, 

During the course of the hearings in the 21% Case the 
railways pointed out that that case was primarily a revenue case 
and that they would welcome a Seneral freight rates investigation 
into this and other questions relating to the rate structure 
after the conclusion of the hearings in the revenue case, 

On April 7th, 1948, the Governor-in-Council issued 
Berger=in-Council P.C. 1487, in which the Board was ordered to 
undertake such a general investigation, 

In July of 1948, when the railways filed an application 
with the Board of Transport Commissioners for a further increase 
' in rates, the railways indicated that during the course of the 
general investigation undertaken by the Board pursuant to Order- 

in-Council P.C. 1487, they would have proposals to make with a 
. view to equalizing rates between Eastern and Western Canada 
So far as that could feasibly be done, This was intended to 
_ provide an assurance to parties interested in rate increase cases 


that the railways were not only not objecting to a general 


\ 
_ 2a into such matters but were preparing to make 
proposals to bring about some measure of equalization. 

During the course of the hearings before your Commission 
and in many of the submissions made, the expressed intention of 
the railways to make proposals for equalization appears to have 

been ignored. In order to set at rest the complaints with 
respect to alleged disparity, which have been repeatedly made 
4 your Commission, Canadian Pacific believes that while its 
itudies in connection with its equalization proposals are not 
omplete, some outline of the nature of these proposals might 
Moperly be given to your Commission. In this connection 


anadian Pacific points out, as it has done at several stages 


f the hearings, that the detail of the method as well as the 
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ttent to which it can be carried out must depend upon the miady 


| f data being obtained by the Board in connection with tee waybil2 


study. This data is not as yet fully available and the proposals 
cordingly cannot yet be crystallized. 


SA, 
> 


With these qualifications, and having in mind the vital 
necessity of preserving the revenue of the railways, it can be 

| that the railways propose equalization of the standard class 
8, the distributing class rates and the commodity mileage scales 
peer etween Eastern and Western Canada. | 
. On the other hand the railways do not propose and do not 
-leve it practicable or even desirable, to attempt equalization 


special commodity rates or competitive rates, In the case of 


certain special commodity rates, some of the point-to-point rates 


are related to commodity mileage scales. Since these commodity 
mileage scales are to be equalized they will, to that extent, tend 
to make possible the equalization of point-to-point commodity rates 
which are related to them. 

q In approaching the question as to how far equalization 
Par be carried out, Canadian Pacific draws to the attention of 
pour Commission the following ares which provide difficulty:- 
First, the Maritime Freight Rates Act will probably 


require amendment if the equalization proposals are to be carried 


This is because in the equalized class rate scales, both 


Dut. 
_y 


the standard class rates and distributing class rates will generally 
© somewhat higher than the Eastern standard class and town tariff 
istributing rates. In the circumstances, therefore, eoualization 
* generally speaking require some increase in these rates. 

der the Maritime Freight Rates Act it is probable that no increase : 
ithe rates subject to that Act can take place unless as a result 


: } ‘ eration of railways in Canada (see 
increase in the cost of op ae 


3(2) (b) of the Maritime Freight Rates Act). 
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Secondly, in another part of the submission made by 
es 2 © e ° 
“Canadian Pacific it is made clear that the so-called Crow's 


ner 


Nest Pass grain rates within Western Canada are not compensatory. 


No scheme of equalization would be true equalization as between 


hastern Canada and Western Canada unless in some way it took 


into account all advantages as well as disadvantages in both 


a: 
4 
- 


3 eas. The fact that the Crow's Nest grain rates have not 

Bers under the jurisdiction of the Board of Transport Commissioners 
but are fixed by statute at the level existing in 1899, makes it 
Eepadsible without an amendment to The Railway Act to have these 
rates reach their proper level. In the result, therefore, the 
extent to which these rates are below what would be just and 
reasonable is a measure of disparity in favour of Western Canada 


as against Eastern Canada. 


ets Equalization would not be true equalization unless the 
Pe criicd Crow's Nest Pass grain rates were allowed to find their 
proper level under the jurisdiction of the Board of Transport 
Commissioners. 

5 Thirdly, there are two cases where the rate level 

is affected in Western Canada by so-called "assumed mileages", 
that is to say, assumed mileages between Fort William and 
Winnipeg and between Vancouver and Glacier, B.C. No equalization 
scheme would be true equalization unless these assumed mileages ; 
were eliminated from the rate structure. 

Subject to a solution of the foregoing problems, the ; 
scheme of equalization would be as follows:- 


As _ to the Standard Mileage Class Rates 


» The first step would be to average the first class rates 


a 


1 the Ontario-Quebec and the Prairie-Pacific standard scales, 
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The second step is to establish the relationships 


between the classes, It is proposed that the following relation- 


ship shall be established: 


First Class 100% 
Second Class 85% 
Third Class 70% 
Fourth Class 55% 
Fifth Class 45% 
vixth Class 10% 
Seventh Class 35% 
Eighth Class 35% 
Ninth Class 10% 
Tenth Class 30% 


The third step is to work out the appropriate rate 


of taper due to distance. This will probably be done by 


of 40 miles and less and by adding amounts for each five-mile 
block up to and including 100 miles; for each ten-mile block 

up to and including 500 miles; and for each twenty-five-mile 
block up to and including 3000 miles. 

After study it was not found practicable to take the 
average rate of taper of the existing Eastern and Western 
Standard mileage scales. Neither is it deemed fair, as suggested 
by Alberta in its brief, to accept the rate of taper in Western 
territory as the rate of taper on the equalized scale. This 

is because the rate of taper on the Prairie standard scale is 


much sharper than in the Eastern standard scale, 


As to the Distributing Class Rates. 
It is proposed that the new equalized distributing 
ale would be arrived at by using, for distances 200 miles 

less 90% of the new equalized first class standard rates, 


1 for distances over 200 miles 85% of the first class 


dard rates, with the proviso that the rate for 200 miles 


applying to the equalized first class rate a minimum for distances 
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shall be the minimum rate for distances in excess of 200 
miles. The relationship between the classes and the rate 


of taper will accordingly follow the relationship and rate 


of taper in the equalized standard scale, 

It should be noted at this point that the Superior 
Standard class rates which are now higher than any scale in 

_ Canada will be abolished and the new equalized standard and 

distributing class rates made applicable to that area, 


As to Class Rates between Eastern Canada and Western 
Canada, iis 


Your Commission will recall that the class rates 

_ between Eastern Canada and Western Canada are a combination 

of two factors; that is to say, west of Fort William, the 

Fort William terminal rates apply, and east of Fort William 

_ the basing arbitraries apply. The terminal rates are the 
Prairie standard mileage class rates reduced by the effect 

of the assumed mileage between Fort William and Winnipeg. 

East of Fort William the basing arbitrary is blanketed 
throughout the territory Montreal and west to Fort William. 

The chee eee proposal will necessitate a revision 
of both these factors, The Western factor will become the new 
equalized distributing class rates with the elimination of 

the assumed mileage, The Eastern factor will be increased 
somewhat in order to compensate for the reduction in the class 
Beate scales in the West as a result of the equalization proposal. 
As the arbitrary east of Fort Williamhas nothing in common with 
ther rate scales either as a whole or as regards the individual 


tlasses, and as they apply from and to stations in Eastern 


ide‘ in rates in Eastern Canada. 
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After much study a tentative conclusion has been 


reached that these basing arbitraries can only be increased 


comparable distances in Eastern Canada will be increased 


under the equalization proposal, This is on the assumption i 


that since the basing arbitrary covers a wide area as a blanket, i 


one half of the rate of increase would cover the same increase 


at the average point. Accordingly the basing arbitraries 


east of Fort William will probably be re-constructed by ) 


increasing the present Fifth Class basing rate by about 12 
cents; by assuming the Fifth Class rate to be 45% of First 
€lass;-and by scaling the other Classes on the same percentage 
relationship as the proposed new equalized class rates. Under 
“such a proposal the intention would be that the basing 
arbitraries farthe territory east of Montreal would continue 

to exceed the Toronto-Montreal basing rates by the same amounts 
as at present and that the current rail-lake-rail and water-rail 
differentials will be maintained for all territories, 

This change in the East-West class rates will probably 
require the establishment of a new rate group which it is pro- 
posed to call the Northern Ontario rate group. This will 
include the territory on and south of the line of the Canadian 
National (National Transcontinental) east of Armstrong; all 
territory east of Port Arthur and north of Lake Superior, St. 
Mary's River, Lake Huron, and Georgian Bay; territory on and north of 
bhe line of the Canadian National from South Parry to Scotia; 
erritory on and west of the line of the Canadian National from 
cotia to North Bay; and territory on and west of the line of 

le Ontario Northland from North Bay to New Liskeard and the 


itario-Quebec boundary to the line of the Canadian National 


ational Transcontinental). 
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As to the Commodity Mileage Scales. 

The Board will recall that during the regional hearings 
comparisons were made by reference to exhibits filed in the 21% 
@ase which showed that in Western Canada certain of the 
commodity mileage scales were lower than in Eastern Canada 
and that the reverse was true in a number of other instances, 
Exhibits 53 to 60 in the 21% Case show nae differences, 

The problem of equalizing these scales since they 
involve a large volume of traffic, is to find not only a proper 
basis for equalization in itself but also one which will yield 
to the railways approximately the same revenue as is received 
under the present mileage scales while causing the least 
disturbance to shippers and consignees, 

This is a work of some magnitude and complexity. It 
can only be completed when the information obtained from the 
waybill study now being undertaken by the Board, is made avail- 
able, This study involves in itself a large amount of work 
on the part of the railway staffs and not all of the test days 
have as yet occurred, The test days have been spread throughout 
the year so as to reflect seasonal changes in traffic movements, 
In all probability it will be many months before the compilation 
and analysis of the data can be completed. 


However, careful and extensive consideration of the 


matter so far indicates that the most satisfactory method of 


' constructing equalized commodity mileage scales will result from 


basing them on percentages of the proposed uniform standard 


As indicated above, the relationship must depend 


upon the outcome of the waybill study. 
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Certain of the point-to-point commodity rates are 
related to these scales and accordingly when the commodity 
milease scales are equalized, those of the point-to-point 
commodity rates which are related to them will also be equalized. 
u An exception in the equalization in the commodity 
Mileage scales will have to be made in certain cases where 
the commodity mileage scales both in Eastern and Western Canada 
have been designed to meet motor truck competition. It is not 
practicable to attempt to equalize these scales because the 
competitive forces which affect them, vary in different sections 


of the country. 


As to Point to Point Commodity Rates. 


Because of the large number of these rates and the 
fact that they reflect not only local conditions but also 
reflect the needs of local industries it is not, in the opinion 
of Canadian Pacific, practicable to attempt to equalize these 
rates with the exception of those that are related to the 
commodity mileage scales. 

The Province of Alberta suggests a means of equalizing 
these rates by taking the lowest rate affecting a particular 


commodity as the basis for the equalization. No equalization 


can, in the opinion of Canadian Pacific, be accomplished on such 
a basis without great disturbance to industry as a whole and 


without a serious effect on the revenue of the railways. 


As to Competitive Rates. 

Since competition varies in different parts of the 
sountry, and since competitive rates would be unjustly discri- 
Beary except for the competition, it is not practicable to 


qualize such rates as between Eastern and Western Canada, 
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Alberta deals more extensively than any of the other 


provinces with the subject of equalization and the means by which 
it can be brought about, 


Alberta! 


This is to be found in the volume of 


s brief entitled "Rate Making Principles and the Rate 
Structure"™, . 


Chapter II of this brief attempts to define the equalization 


principle; reviews Alberta's views as to the justification made 
in the past for differences as between regions and the level of 
rates and similar subjects; while Chapter III deals with specific 
suggestions as to the means by which equalization may be achieved. 
' The principal differences between the position taken by 
Alberta and the proposals which are to be made by the railways 

i on this matter ares 

First - differences in concept; 

| Second = differences in the method by which and the extent 


. 


Y As to the differences in concept, Alberta bases its case 


to which equalization should be brought about. 


i upon an attempt to distinguish between “personal discrimination" 
and "regional discrimination", On page 12 of Chapter II the 

| suggestion is made that The Railway Act “is now primarily concerned 
with "personal discrimination'", With regard to this the brief states 
at the bottom of page 12 thats-~ 

"With respect to personal discrimination it 


may be said that the Act has fulfilled its 
purpose", 


"Porsonal discrimination is no longer the serious 
problem." 


However, on page 13 of the same Chapter the suggestion 

is made that complaints regarding "regional discrimination" in 
* past had been rejected by the Board because these complaints 
¥ 


lid not involve “personal discrimination". The argument is 


_ - ih 


=~ TF 


Made that although subsection 4 of Section 314 prohibits 


discrimination between localities, it is founded upon the concept 


of “personal discrimination”, he argument then is that complaints 


P "personal discrimination" were successful only if proof of 


de etriment could be given; that is to say, presumably "personal 


Sein tnetion® must be "unjust discrimination", 
nal “The argument concludes that "regional discrimination" 
is not prohibited in the absence of proof of detriment, It 
follows that Alberta believes that since "regional discrimination" 
should be prohibited without proof of detriment, it should be 


on a different basis from what Alberta calls “personal discrimination", 


; 
7 
In the submission of Canadian Pacific the argument is basically 
wrong in concept, since the complaint is that the Act is deficient | 
because it was concerned mainly with "personal discrimination", 
Alberta on the other hand has proved by its argument that the Act 
is also concerned with "regional discrimination" on exactly the 
bette basis as is applied in the case of so-called "personal ; 
discrimination", 
In the view of Canadian Pacific, therefore, if “personal 
discrimination" is adequately provided for in the Act, it 
Necessarily follows as a matter of principle that proof of detriment 
should be required in deciding questions of regional or locality 
discrimination and there is no reason for rejecting the idea that 


roof of detriment is a necessary element in the one, while 


ee 


vonceding it in the other. 

It follows that the assertions on page 13 of the same 
hapter that complaints of "regional discrimination" were rejected 
—_ no “personal discrimination" was involved and that such 
Bitaints foundered because “regional discrimination" is not 

| nized as being within the statutory prohibition of the Act, 
ainly without foundation. The fact is that if complaints 
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of "regional discrimination" foundered, they foundered because 


of lack of proof of detriment. 


The suggestion is made on pages 16 to 18 inclusive : 
that the concept of "regional discrimination" can now be said to be 


firmly established in the United States, Canadian Pacific 


points out that there is no different concept of "regional 
discrimination" in the United States from that in Canada and that 
reginal differences inrates are far greater in that 

country than they are in Canada, 

On Page 18 Alberta suggests that differences 2 
regional costs and traffic densities are not adequate standards 
by which to determine regional rate differences and it is 

stated that revenues and investment must also be taken into 
account. 

On page 19 of the same Chapter Alberta states that 

it is not opposed to the principle of permitting regional 
advantages or disadvantazes to be reflected in the rate structure 
in some fashion. 

It is difficult to see how this exception can be 

Biven effect to while accepting Alberta's other statements 

on the principle of equalization, because there are and must 
‘inevitably be wide differences in operating ratios for the 
different regions. 

As to the differences in method and extent of 
equalization, Canadian Pacific submits the following: - 

It is part of Alberta's submission that specific 

or point-to-point commodity rates can and should be equalized. 

For reasons stated elsewhere in this Submission, it is the 

iew of Canadian Pacific that this cannot be done and if : 
ittempted, would result in substantial disturbances in 

isting rate relationships, as well as provide a most 


ifficult and complex matter from the tariff and revenue 
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bi The suggestions of Alberta as to the method of achieving 
Bost » 


alization appear in Chapter III of the same Volume. The 


er. ir ah 


iggestions made by Alberta are: to take the rate of taper sat 


th he west because it is most favourable; to take Schedule man y 


ea in the east as a basis for equalizing the distributing 


ass rates; to take the lowest of the eastern and western 


les in equalizing the commodity mileage rates; and to develop — 


tie formula for all specific commodity rates. The 
Tesulting new rate structure would be adjusted upward as a whole, 
‘to provide for the deficiencies in revenue resulting from the 
‘equalization process. (See Page 50 of this Volume of Alberta's 
brief, where Alberta's proposals are summarized), 

Re Geradiian Pacific believes that this 412 en unduly complicated 


method to pursue. Apart from the matter of equalizing the special 


- point-to-point commodity rates, it is not greatly different 


‘= 


in result from the equalization proposals of the railways. These 
rs simpler to understand while providing an easier means of 
ae the maintenance of the existing level of railway revenue. 
= Alberta’s submissions in Chapter III relating to volume 
eeriwination are difficult to understand. On page 29 Alberta 
Mengtently concedes the necessity for giving some effect to volume 
Ste recsts "it would be easy to slip into the pesition that an 
Btirely different standard of reasonableness in rates applies 

© heavy movements of traffic than to light or occasional 

ovement s." 

On page 31 Alberta makes much of the position of the small 
ipper in this connection; that is to say, after discussing 
atten of volume as though it were a principal factor, it 

e gests that the shipper in small volume is necessarily 


ved of the benefit of the lower rate due to his inability 


a in volume. 
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Much of this argument is, in the view of Canadian Pacific, 


pelmost Specious., An examination of the classification and of 


\ 


: principles relating to differences in rates as between carload 


pand less-than-carload movements, will demonstrate that the motive 


‘behind the existing practice is one closely allied to the differences 
in cost of handling a smaller as compared with a larger volume. 

The Board, however, has always placed strict limits on this 
“so-called “volume discrimination", For example, the Board has 
rejected proposals for establishing rates based on train loads 

as compared with carload movements, There is nothing in the Act 
or in the practices of the railways under the present system of 
regulation to suggest that the small shipper is being discriminated 
against or that the principle underlying the so-called ‘volume 
‘Giserimination" is in any way unfair to the small shipper. 

While there are undoubtedly different rates for different carload 
‘minima, a wide variation in volume is permitted before any change 
in rates becomes effective, In the case of competitive rates, 

4 different reason for so-called “volume discrimination" exists, 
Eince the necessity for competitive rates must have regard to 

ene competition, The same reasons exist here for making the 
Gistinction in regard to volume as are made with regard to the 
level of competitive rates itself: that is to say, what is 
Tequired to meet the competition. 


On page 29 Alberta states that the establishment of non- 


competitive uniform commodity rates is one means of limiting 


Volume discrimination. This, in the view of Canadian Pacific, 
s based on the assumption that the differences in point-to-point 
mmmodity mileage rates are largely attributable to volume. 


This is clearly not the fact. They are in the main attributable 


-other factors. When one is considering whether a rate can move 


le traffic one necessarily considers that if there 1s a volume 


be moved, it is cheaper to move the volume than to put ina 


? 
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rate whieh will move Only a portion of the volume, This is a 


very diffrent principle than that to which Alberta is apparently 


directing its argument. It is not really a preference based on 


volume but a principle by which the traffic is to be moved, 
_ Your Commission will note the argument on page 31 of the 7 


same Chapter that it is difficult to avoid the conclusion that 


af the small shipper's traffic will bear the higher rate then . 


the larger shipper's traffic will bear the rate equally well. 

It should be said here that railways do not make lower 
Tates to a shipper with larger volume than they make for a shipper 
with smaller volume, Railways, however, do make rates between 
points where a volume of traffie is moving but refrain from 
Making lower rates in instances where the volume of traffic 
moving would not be increased by having a lower rate. In either 
case the treatment of the smaller shipper and of the larger shipper 
between the points affected is exactly the same. In Canadian 
Pacific's submission there is a vast difference in principle 
between this practice and the inference in Alberta's submission 
to the effect that the railways deprive the smaller shipper 

of the benefit of the lower rate. What Alberta apparently 
overlooks is that there are large and small shippers in almost 
Bll areas and while the necessity for an existing rate may be 
determined by the necessity for moving a given volume of traffic 
Batch would not otherwise move, the small shipper automatically 
Teceives the benefit of it. The small shipper is protected 
innder The Railway Act from unjust discrimination. 

On page 31 of this Chapter reference is made to the 
Apparent distinction made by the Interstate Commerce Commission 
ewien carload on less-than-carload rates solely upon the 


ifference in cost of service. Comment is made by Alberta that 
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ait is difficult to escape the conclusion that volume is an 
‘important factor in this distinction and that it is significant 


that the Commission should take such an "extreme position", 
a This, 


a 


in the view of Canadian Pacific, is confused thinking 
since Alberta does not distinguish between 


fee to differences in 


"volume discrimination" 


cost and "volume discrimination" as between 
shippers where there are no differences in cost. 

x AG pp. 24h. to 26 of Albertats brief entitled "Rate Making 
Principles and the Rate Structure” Alberta advocates making 

the new uniform distributing class rate scale as maximum 


for so-called inter-territorial class rates. That is to say, 
; that the class rates between Eastern and Western Canada which 
are made upon factors East and West of Fort William should, 

in no event, exceed the new equalized distributing class scale 


for the thr ough distance between any two points. 


Canadian Pacific submits that the pattern of the proposed 
new class rates between Eastern and Western Canada would largely 
meet Alberta's contentions. However, with the blanketing of 

Many points East of Fort William in Eastern Ganada, there will 

Be some points in which the new uniform distributing class rate 
Scale would be exceeded for the through distance. While there 
will be some of these points in the centre of the blanketed 
berritory, the rates from the extremes such as Windsor and 

lontreal will be under the new equalized distributing class 


ate scale for the through distance. 
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INTERLINE RATES 


Interline rates as referred to in the submissions of 


the Provinces and other parties involve: = 


(a) Rates from a local point on one railway to a local 
point on another railwayo 

(b) Rates from a local point on one railway to a point 
on that railway which is served also by another railway. 
(c) Rates from a point served by more than one railway 
to a local point on one of the P48 OR 

(d) Rates from a point served by two or more railways, 


to another point served by the same railways. 


As to (a) =~ It is argued that combination or through 
rates should be made by the use of the distance through the 
interchange point making the shortest through distance although 

“by agreement between the carriers the traffic may be handled 
through another interchange. 

As to (b) and (c) - It is argued that rates should be 
made by the use of the single line distance of the railway 
serving the local peint. 

As to (dad) = It is argued that rates should be made by 
the shortest single line through distance. 

The matter of interline rates is within the exclusive 
jurisdiction of the Board of Transport Commissioners as will be 

seen from the following extracts from the Railway Acti- 

"336, (1) Where traffic is to pass over any continuous 
route in Canada operated by two or more companies, the 
several companies shall agree upon a joint tariff for 
such continuous route, and the initial company shall file 
such joint tariff with the Board, and the other company 


or companies, shall promptly notify the Board of its or 
their ce and concurrence in such joint tariff." 


joint tariff as provided in the last 
the Board on the application of any 
{fring to forward traffic over any 
which the Board considers a 

oute, or any portion thereof, 
within a prescribed time, 


agree upon any such 
preceding section, 
company or person des 
such continuous route, 
reasonable and practicable r 
may require such companies, 


"237, (1) In the event of failure by such companies to . 
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bo agree upon and file in like manner a Joint tariff 
for such continuous route, satisfactory pi the Board, 
or may, by order, determine the route, fix the toll 
or tolls and apportion the same among the companies 
interested, and may determine the date when the toll 


or tolls so fixed shall come into effect," 
In Alberta's brief entitled "Interline Rates" at page 3, 


reference is made to the decision of the Board of Transport 


Commissioners in Joint Rates (1916) VI JoOR&Re 4066 
It is interesting to observe that in this Judgment the then 


Chief Commissioner made the following statements: -= : 


"In other words, no joint rate under the Act is 

required by the Act for a movement covered by the 

rates of a single carrier by an existing reasonable 

and practicable route between the same points and 

applicable to the same classes of traffic or by the 

rates over a new joint route which is also reasonable 

and practicable." 

There are many joint interline rates within Canada. These 
rates are widespread and are not confined to one section of the 
country. They are relatively as numerous in Western Canada 

as in Eastern Canada, 

In general, interline rates have been established wherever 
there is necessity for them, and where a reasonable amount of 
traffic, moving with some degree of regularity, is involved. 

Such rates are usually related to the single-line rates, with 
appropriate addition to cover the extra costs inherent in the 
handling of interline traffic. Canadian Pacific has been, 

and always is, willing to establish joint interline rates where 

, 


necessary. 


The Canadian railways publish proportional rates lower 


than the local rates on many commodities to and from junction 


Mileage rates and many specific commodity rates. They authorize 
ae from the rates to and from points beyond the junction 
Points amounting to one-half cent per 100 lbse when the rate 
ae per 100 lbs. or less, and 1¢ per 100 Ibs» when the rate 


ich were 
over 9¢. These were published to provide rates whic 


onsidered to be reasonable for application on irregular joint 


nterline movements of small volume. 
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In Submissions made to the Commission and in discussions 


before the Commission, the establishment of joint through interline 


rates between all points in Canada was advocated. Briefly, the 


following suggestions were made 


First = that facilities for interchange of freight, 
where not at present in existence, be established 

at all points where two or more railways serve such 
points. (Saskatchewan Federated Cooperative <= 
Transcript pp. 1257 and 1258). | 

Secondly - that joint through rates be established 
between every two stations in Canada via such 
interchange points. (Saskatchewan Federated 
Cooperative = Transcript pp. 1257 and 1258). 

Thirdly = that joint through rates be established on 
a basis similar to the rates for single-line hauls, 
the distance used in arriving at such rates to be 

the shortest route over woiee carload traffic can 
move without transfer of lading. (Province of 
Alberta = Volume on Interline Rates; Saskatchewan 
Federated Cooperative = Transcript pp. 1257 and 1258). 
Fourthly = that ee competitive points the use of 
multiple=-line distances be employed when less than 
the shortest single-line mileage of any railway 
serving both points. (Saskatchewan Federated 


Cooperative = Transcript pp. 1257 and 1258). 


As to the First Suggestion: . 
Canadian Pacific and its subsidiary lines maintain 


interchange facilities with connecting carriers operating in 
Tanda at 206 junctions through which carload freight can be 


interchanged without transfer of lading. At 21 of such | 
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Junction points there are no facilities for the interchange of 
less than carload freight. 

At 56 of these junctions less than carload freight is 
interchanged either through direct track connections or the use 
of joint sheds, while at 145 junctions the interchange of less 
than carload freight is effected through cartage between freight - 
Shed of Canadian Pacific or its Subsidiary lines and freight shed 
of the connecting carrier at the junction’ peint. 

In addition, there are 19 stations on the Canadian 
Pacific or its subsidiary lines where although there are no 
facilities for the interchange of carload freight, there are 
facilities for the interchange of less than carload freight. 

The establishment of interchange facilities at all points 
where two or more railways serve such points would involve a 

very considerable outlay of money and materials on the part of the 
railways with few, if any, compensating advantages, sikhey in the 
way of additional traffic or saving in expense of operations. 

It is very questionable if any considerable volume of 
traffic would be handled via the additional interchange points, and 
such traffic as was actually handled would to a very large extent 
be taken away from other interchange points through which the 
traffic had previously moved. There are interchange points now 

in existence through which the movement of interline freight is 
relatively light. 

The establishment of interchange facilities has always 
been considered by the Board of Transport Commissioners on bo 
basis of public convenience and necessity, and rightly so. The 
‘amount of traffic, present and potential, should be the guide as 


to whether or not interchange facilities are actually required, 
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then Chief Commissioner, in Canadian Northern Ryo Coo Ve 


20 CRC. 84, outlines the view of the Board as follows: 


"It is necessary for the Board, however to determine 
some principle on which these interchange tracks and 
through rates are to proceed, 


The statute calls for reasonable and proper facilities 
_.. for the interchange of traffic and for the return of 
rolling stock. With the large amount of regrettable 

duplication of railways, it certainly would not be 
either reason& le or proper that such interchange 

_ tracks, involving as they de at least some cost in 

re every instance not only for construction but alse 

. fer maintenance and operation, should be installed 

i at every point possible; and, if joint rates had to 

.  . be filed as and when such possible interchange tracks 
“= were put in, the only result would be to absurdly 

duplicate tariffs and add to the cost of railway 

eperation without resultant benefit to traffic 

conditions." 


As _to the Second Suggestion: 
The publication of joint through rates via all inter- 
change points would involve a tremendous amount of very 
Seent sated tariff publication, the expense of compilation 
and printing of which would be very great. The amount of traffic 
on which such rates would be applied would, in many cases, not 


be large enough to justify the labour and expense involved. 


This suggestion is undoubtedly made with the principal 


object ef securing a reduction in freight charges and while this 
would be realized in certain instances, it is questionable 


whether the saving thus effected would, in the aggregate, 


amount to any very considerable sum. Jt would only benefit 


Movements of goods that are for the most part sporadic. As a 


general rule, interline movements of any real volume are today 


ub ject to joint through rates, and the railways are always 


repared to give consideration to the establishment of additional 


terline rates as the necessity for them arises. i 
7.” There would inevitably be many such joint through rates 
94 would not be used, because of the lack of traffic moving. 


rough the junction points through which the rates are effective. 
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AS against such saving in freight charges as might be 

realized by shippers, consideration must be given to the expense 

"incurred by the railways in providing and maintaining additional 

facilities for the interchange of freight traffic where such do not 
now exist, the compilation and printing of voluminous freight 

_ tariffs, and the dislocation of existing freight train schedules. 

It is the opinion of Canadian Pacific that the comparatively 

"small Savings realized by the shipping public as a whole would 

s be very much more than offset by the additional expense incurred 
by the railways which must ultimately be borne by the users of 


railway service, 


As to the Third Suggestion; 


If joint through rates are established via the shortest 
route over which carload traffic can move without transfer of 
lading, the application of a basis of rates similar to that for 
Single-line hauls via such routes would, in addition to 
increasing the costs, also result in very substantial reduction 
in the revenue of the carriers. 

There is also involved in multiple-line hauls the 
 cest ef transfer at the interchange point, and in the case of 
less than carload traffic, this frequently involves a cartage 
charge between the freight sheds of the respective railways. 
Such additional expense should be included in any joint through 
| rates as has been recognized by the Board and by the Interstate 
Commerce Commission. 

In the report made by the late Mr. J. Hardwell, Chief 
Traffic Officer of the Board of Railway Commissioners, dated 


July 23rd, 1919, in advocating a basis for contructing joint 
tween points in Ontario and Quebec, he 


ecommended the publication of joint through class rates between 


ints on the Grand Trunk, Canadian Pacific and Canadian National 


Railways, based on the addition of arbitraries to the single 
raw 9 
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1. 
line rates, The arbitraries, he considered, should be sufficient 


to cover the cost of transfer at the interchange points as well 


a8 some addition to the single 


line haul. 
B- 
Py Be 


line rate because of the two 


Mr. Hardwell's recommendation was Siadien by the Board, 
and the railways were ordered to publish joint threugh class rates 
on this basis in Order No.28618 of ist August, 1919. 

. The railways did not consider that this basis of rates 
was sufficiently high to cover the transfer costs and the 
"additional costs ef the two line haul. Neither did they feel 


meiat there was sufficient traffic involved to warrant the of 


“publication of the additional joint through class rates. As 


7 


a result of subsequent representations made by the railways, | 
the Board rescinded Order No. 28618 on 23rd March, 1920, by 


Order No, 29495. Nevertheless, it is quite apparent that the | 


Board recognized the necessity for some addition being made 
te the single-line rates when joint hauls were involved. 
The suggestion fer the establishment of joint through ) 
rates on the basis of the shortest route over which freight 
can be handled without transfer of lading, accompanied as it 
is by other submissions for the establishment of interchange 


points at all points of intersection, can in essence only be 


an attempt to break down existing single line rates. This is 7 
So because, if the traffic were te move through the new junction 
points rather than by the single~line haul, many cases would ' 
exist where the originating carrier would enly get a short haul 

the junction points. This result would be reflected in 

the division arrangements with connecting carriers. Since it 

is a well recognized principle that no railway can reasonably 


me Ponsed to short haul itself, the practice would then grow | . 
oes 


) of ala the originating carrier reduce its single line 


to gh reduced rate for the shorter mileage through the 
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fagtiion point. 


The originating carrier would be compe lle 
eases in order to retain as much revenue as it could and in 
La ‘ "% ria 


ped to avoid short hauling itself. Thus it would inevitab Ly 


aS 
1t in a breakdown of the existing rate structure to a level 


below what the distance would normally require. 
me 


As to the principle that railways are entitled to 
oid short hauling themselves, reference is made to Imperial 
& Wire v. Grand Trunk Railway, 11 C.R.C. 395 and the 


lief Commissioner's judgment at p. 399 in which he says: : 


Seer “In any event, 1t is well settled that the initial or 
originating railway company is entitled to as log a 

haul upon its own lines as may be reasonable. This 

is laid down in the English case of The Plymouth, . 
Davenport and South Western Junction Railway Company v. 

Great Western Railway Company, 10 Ry. & C. Tro CASo, 

page 68. The following is an extract from the judgment 

in this cases-= 


‘For instance, on the one hand, we have to take 
into consideration that the Great Western Company 
ought not, without some due cause in the public 
interest, to be deprived of the advantage of its 
long run in respect of traffic which has originated 
on its own system,!? 


It is not necessary to say anything further upon this 2 
point, as the foregoing covers the applicants’ complaint." 


In considering the third suggestion, regard must be had 
to its effect upon the quality of service. | 

Many junction points are located on branch lines of one 
or both of the connecting railways, and the number of these would 
er taeesated if interchange facilities were established at all 
hothta served by two or more railways.o Branch line train service 
is not, generally speaking, as good as that afforded on main 
ines, as it is not warranted by the volume of traffic. In 

me cases train service on branch lines is tri-weekly, bi- 


ekly or weekly, Regular interchange points are now available 


| which general working arrangements are in effect and ever 


rain schedules are set up by each line for the prompt handling 


ie “et 
‘ip? 


7. 
5: 


traffic through such Junction points. It would be most 


iifficult, if not impossible, 


to arrange train schedules 


“i as to provide convenient connections at so many junction 


points and to give an efficient and satisfactory service 


such as the public demand, 


Delay in handling traffic by way of branch line 


“Junction points, when there is a reasonably direct main 


line junction available through which a daily service can 


be obtained, would offset, to some extent at least, any 
“possible Saving in freight charges, 


a. 


pee The handling of traffic through junction points 


Pieeatca on branch lines where there is only tri-weekly, bi- 
Seesily or weekly service, as compared with handling through 
functions on lines over which a daily service is maintained, 
Seodid inevitably result in delays in the handling of goods. 
i 


Such delays could in certain instances be costly to shippers, 


and might result in loss of sales. 


If, however, the railways were compelled to establish 
joint through rates between all points by way of vhs shortest 
available working route in each case, but, in the inhepeata 

of better service, elected to handle the traffic by a longer 
route, some additional compensation for the additional service 


performed would be required. 


a ee ee eee eee 


As to the Fourth Suggestion; 

The use of the joint distance of two or more carriers 
Jetween competitive points, when shorter than the shortest single= 
ine distance of any one carrier serving both points, would 

a pekscsiiy result in a lower rate. It has already been 

that some addition to the single-line rate, when BR 


“fag 


a ructing rates for joint hauls, would be required to take 
‘ \ 
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care of the cost of transfer at the interchange sii: 


Unless, therefore, the distance by the otters 


al is unduly circuitous, the rate which would be oom erintel? 


2 or 


the joint haul would be in excess of that applicable by 

single line. 

7 5 In addition, the carrier serving the originating 
joint is entitled to the longest reasonable haul. If the same 

Perricr also serves the destination, it follows that it is 

entitled to haul the goods through from origin to destination, 

"and should not be compelled to give the traffic up to a 

~ connecting carrier at some junction point short of the final 

Baastination. At the same time, the single-line carrier is 

“entitled to receive revenue based on the recognized scale of 

erie for the iength of the haul it performs. 

rit Even though the two line haul may be shorter than 


the one line haul, the service by the two line shorter route 


would not be as good as service via the single line in view 


of the necessity of switching service which would be required 


‘between the connecting railways at the junction point. Moreover, 
the shorter two line service would be more costly to the railways 7 


4 
than the longer single-line haul. 


n 


7 
The manner of computing distances for rate making purposes 
‘as proposed by Alberta has been used to a considerable extent 7 
‘in the United States, but not as a means of extending the appli- : 


cation of single-line scales to interline hauls. The method 


* 


1as only been used in connection with class rate scales that 


7 


nave been prescribed by the Interstate Commerce Commission to 


ply on both single-line and interline hauls, after that 


mmission had taken into consideration all of the circumstances — a 


Aa ting to both the single-line and interline movements » 
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That Commission has prescribed many commodity rate scales 
that are higher for interline than for single-line hauls. The 
maps of interline rates for wide application is a necessity 

Pairk the United States because railway systems in that country 


af 


_ tend to be regional rather than national in scope and 


eee far more numerous than in Canada, 


*~ 


Be In Western Canada there is now a complete coverage of 
"interline rates on coal and lumber, and on fruits and vegetables, 
_ because such interline rates are necessary on account of the 
"large volume handled. There are also interline rates on many 
_ individual commodities where required. There are also interline 
_ rates on all freight, carloads and less than carloads, between 
Eastern Canada and Western Canada, 

At pp. 9 = 11 of the Alberta brief, the interline rates 
on cement from Exshaw, Alberta, to points on the Canadian 
National Railways are attacked on the ground that they are a 


combination of rates Exshaw to Calgary, and Calgary to destination, 


although the routing may be through some other junction point. 


There have been no complaints from either shippers or consignees” 
respecting the rates on cement from Exshaw, Alberta, to 
Canadian National destinations. 

At p. 11 of the Alberta orief, reference is made to 


interline rates on brick from Medicine Hat and Redcliff, 


Alberta to Canadian National destinations. 
Canadian Pacific has a number of interline rates on 
aries and clay products from Medicine Hat and Redcliff to 
Canadian National destinations. Rates to other destinations 
Bes based upon reductions in the rates to and beyond the 


Junction points in the manner indicated elsewhere herein. 
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There are also brick and clay industries on the lines 


{) 
of the Canadian National Railways in Saskatchewan and these have 


therefore Single line rates to Canadian National destinations, 


The basis of interline rates from Canadian National points 


to points on the Canadian Pacific Railway is the same as that 


from Canadian Pacific points to destinations on the Canadian 


National. 
With regard to the submissions of the Transportation 


Commission of the Maritime Board of Trade, attention is drawn 


to the following statement at page 5703 of the transcript:= 


"When the Canadian National Railways published 
rates subject to the Maritime Freight Rates Act 
it was found that the alternative routings via 
Saint John and Ste. Rosalie were not provided. The 
matter was subsequently referred to the Supreme 
Court of Canada, who found to the effect that the 
Railway Board has no jurisdiction under the Maritime 
Freight Rates Act 'to order rate reductions on freight 
routed to the west from points on the C.N.R.! (on 
which reductions are compulsory) 'via Saint John and 
thence over the C.P.R. on which reductions are only 
optional, but may order reductions on such freight 
routed via Ste. Rosalie which is a junction point 
of the ©C.N.R. and C.P.R. west of the territory 
affected by the Act.'" 


Canadian Pacific is not opposed to the reopening of the 
Saint John gateway on the traffic to which reference is made. 

The expenditure of large amounts of money and materials 
necessary for the construction of interchange facilities at 

many additional points; the additional operating costs that 
would result in most instances; and the expense of tariff 
publication required to establish joint through rates between 
every two stations in Canada, would in the opinion of Canadian 
Pacific, greatly outweight any possible saving to the shipping 
public through the medium of lower freight rates which might 
result in certain instances. In the final analysis, the position 


p. 


of the general shipping public and that of the railways would 5 ae 


be impaired rather than be improved. 
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Prior Approval of Rate Changes 


By Board of Transport Commissioners for Canada 


Suggestions have been made to your Commission that ; 


before a new rate is made effective or an old rate changed, 


particularly special or competitive rates, the railways 


- 
7 
first satisfy the Board of Transport Commissioners of the necessity " 


and profitability of such proposed rate. The further suggestion 


is that once a rate ig established it should not be withdrawn 


without first obtaining the approval of the Board, 

Among those making such Suggestions are Manitoba 
Federation of Agriculture and Co-Operation, the Manitoba Co-operative 
Wholesale Ltd., and the Province of British Columbia. 

The submission of the Province of British Columbia was 
compiled by the Assistant Director, Bureau of Economics and 

Statistics of the British Columbia Government. 

Upon cross-examination by railway Counsel, the witness for 
the Province of British Columbia admitted that he could not speak 

for the shippers in British Columbia in advocating this particular 
measure as he had not discussed it with them before including it 

in the submission (Transcript pp. 2618-9). 

Witnesses for other groups, however, such as the Paper 
Manufacturers and Converters of British Columbia (Transcript 

po 2957-8) and British Columbia Lumber Manufacturers Association, 


(Transcript p. 3033) stated that they were opposed to such a 


procedure. It was their view that the present method of direct 
negotiation with the carriers was the most satisfactory. This is 
also the position taken by the Canadian Manufacturers Association 
(Transcript p. 5840-1). | 
In the view of Canadian Yacific, any such legislation a 
would not be in the interests of either the public or the railways. : 
a such legislation would in all likelihood be opposed 


by industry in general throughout the country. 


The necessity of the railways submitting full particulars 


of-each and every rate change to the Board of iain 


iets ote: bite Ne a eaenitassite. alee aS 


wove thet ont? ee a bashens ine" as Sete ge 


i 


bt aver ‘pur bg 16.64 re ae Bei Getar! Ye Peper dl, 


i » cS 
; hedwabyidus mrt ett ‘efa~ Kipeet ri) Atha te a 


pentose is 6) yon Giasdb Sitar ifatee at viet ® me 


~bibent ays Yo Leyowgn Jat eobetoiep Geely 
7 we 
a set jes ase analy ie ae yohiiee aneods a Le - 
Hoxaegb-ol atJinal-end (tolonye0-al inte cept ioukenA Set 
ar Thi » Aelaich Yo 'ecniverts «49 ina , shed 
poe We Seat of : to. ; lu 102 mt Levies att 
bee oe he “utc Seevelnea ot Va 
Pyar 
ms A dai lov fata iat). et Se eee 
, & be “rf 9 — » OS i ie axl A ‘Eo nog’ 7 
' | 2a haha pie Uw ed ae 4: 
' al sxeqqice alt 


. 7 mn hed of We we 


fwn toda a al 


: . Dyas ste " _ eam7 iW , c 
. o° A io cre suteat 
trial pie eed ; 

bath “phehats om eo bavare | a8 aad rq fapen 
_ 
pe a7 ~emubeae 
peptet pees wh) tie motomtsone 
Peet Sut or lie ijt seorttigog em < 
Lf~ (i oe tq240 

| Pe an 7 : fan ty weby eto_a 
Ley : uy a | ; wrt ‘nd edd os 


. 
, 7 f ’ wig y 2 Z 3 —o sein ate" r & 
7 C ; y 1 » o onntan ul 4 rent 
Iso Uns 3 1Ay ' ; 'Y To oP Tapeonel nef 


lites | en ae Teie 


@ O96 « 


Commissioners for their approval prior to the tariff publication 
would result in substantial delays in having rates made effective. 
Publication of commodity rates and competitive rates 
generally require prompt action, This is as much to the advantage 
of shippers as it is to the railways because actaveree having 
rates established would impede shippers in reaching or developing 
new markets, 

When new industries are being developed one of the questions 
to be determined is that of the freight rates which will be 
available to it when required. It becomes essential both from 
the standpoint of location and from the standpoint of preliminary 
calculation as to whether the industry can afford to go into 
business in the face of existing competition, to know quickly what 
es rates will be. Under the’p roposal as made to your Commission, 
the railways could not make any firm quotation upon which an 
industry could rely unless it first obtained the approval of the 
Board. Not only would this cause delay but it would prevent 
_conversations taking place between the industry and the railways 
with a view to having an even lower quotation made. The 
interjection of the Board into discussions of this kind before it 
was definitely known that the rate would be utilized would effectively 
Re tent industry having advance knowledge of such matters. 

In some cases the first quotations made by the railways 
will be the subject of further study and negotiation and 

in the result the whole procedure of establishing such rates would 
be greatly delayed by the intervention of the Board. After the 
rate is published, the same procedure would require further 
intervention of the Board before the rate could be removed 

even though it should be discovered that the rate is not in fact 

- being used by the industry for which it was published, 

| Rate quotations are also made to various industries 


“to enable them to make bids for business. Some of these quotations’ 


: ultimately withdrawn as the rates are not required to be ; 


Shi shed It would be an unnecessary burden in the opinion of 
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Canadian Pacific on both the board and the railways if such 
quotations had first to be Submitted to the Board for approval. 

Moreover industry on the other hand might in the 
delay which would ensue from getting the approval, be unable to 
bid for the business involved and the business would then be 
lost to the industry requesting the quotation. 

As to rates which have become absolete or upon which 
no traffic is moving, the necessity for obtaining the prior 
approval of the Board to their removal or cancellation would, 
in the view of Canadian Pacific, be an unnecessary waste of time 
and expense. Similarly, in the case of competitive rates, where 
the competition was no longer such as to require the rate to 
remain in effect, the railways would lose considerable revemie 
owing to the delay in obtaining the approval of the Board, 

The present practice, in the view of Canadian Pacific, 


is much to be preferred over the proposed alternative. Carriers 


may publish reductions in rates on three days notice to the Board 


of Transport Commissioners and increases, except in the case of 
Standard rates, on thirty days notice. Any rates so published 
can be attacked at any time either before or after they become 
effective and all interested parties, including Boards of Trade 
and shippers’ organizations, can obtain copies of all tariffs 

and supplements so filed by having their names placed on tariff 
mailing lists maintained by the railways. They are, therefore, 
in a position to oppose any increase in rates or cancellation of 
ee rates well within the thirty day period by merely filing 
a protest with the Board. In proper cases the Board may actually 
suspend, and in many cases has suspended, proposed increases in 


rates before they become effective, pending investigation and 


hearing of the complaint. 
One aspect of the matter which is not infrequently met 


by the railways is that of confidential enquiries through persons 
contemplating establishing industries. These persons would not 
desire to have their plans made public until a final decision regard- 


; Board had to be brought into 
ing their plans has been made. If the Board ha gh 


‘the matter and other persons notified, it might prove embarrassing 


i 
to the industry. : a 
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the total net income of the Company 


—-nimm Rates 


This subject was brought to the attention of the Royal 
Commission in the submissions of the British Columbia Government 
and the Paper Manufacturers and Converters of British Columbia 
and was dealt with in cross-examination of the witnesses. 

Suggestion was made to the Commission that the Board of 
Transport Commissioners, in addition to prescribing maximum rates, 
should also prescribe minimum rates below which the railways could 
not go. The inference was that with minimum rates prescribed by 
the Board the railways would be prevented from carrying any freight 
at a loss in Eastern Canada under the competitive rates. 

The Board already has this power under the Railway Act 
which provides that rates shall be just and reasonable, This 
means just and reasonable to the railways as well as to the 
shipping public. 

In the opinion of Canadian Pacific, no useful purpose 
would be served by having specific provision made whereby the. 
Board would prescribe fixed minimum rates below which the railways 
would not be permitted to goo 

It is not practicable to fix a floor for general applica-= 
tion throughout Canada or, for that matter, within any one section 
of the country. 

Any attempt to fix minimum rates would presumably have 
to take into account and perhaps even be based on out-of-pocket 
costs. Such out-of-pocket costs would be difficult to determine, 
would vary as between regions and as between different types of 
traffic. Moreover out-of-pocket costs vary from year to year not 
only because of changes in unit costs of operation but also 
because of variations in traffic volume and in the flow of traffic. 

Canadian Pacific accepts the general rule that it is 


inadvisable to fix any rate below out-of-pocket costs and fully 


realizes that in most cases, the fixing of such a rate will reduce 


and thus result in a tendency 
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towards an increase in rates in other forms of traffic. It 


does not, however, believe that in view of the different 


regional costs and of the differences in circumstances as related 


to the volume, direction and character of traffic, it is 


_ either feasible or practicable to establish a minim or a 


= definite percentage of maximum rates below which the railways 

_ could not go. 

Canadian Pacific is prepared to have its Freight 
‘Traffic and Accounting Officers confer with the technical staff 
of the Board of Transport Commissioners to review the general 
principles to be used in calculating out-of-pocket costs. In 
the submission of Canadian Pacific such consultation would 
accomplish all that could be done in any event and it is not, 
in the view of Canadian Pacific, necessary that there be any 


legislation to bring this about. 
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The following Submissions of Canadian Pacific are in 


padivion to those set forth at pp. 58 to 63 of Part E er thie 


Submission and ars in reply to the submission of British Columbia 


on this subject. 


During the regional hearings of your Commission reference 
_ was made by a number of parties to some aspects of the cost of 
Service principle in relation to railway rate making. However, 

_ Mone of them, with the exception of British Columbia, proposed the 
application of the cost of service principle to the exclusion of 


the value of service principle in rate making. 


The evidence on this subject of Mr. J. E. Brown for British 
Golumbia is to be found beginning at page 2323 of the transcript. 

fhe theory he put forward is that as nearly as may be, all railway 
operating expenses over the long term vary directly with traffic 
volume. He argues that because that is so and because there being no 
eosts which do not vary with traffic, there can no longer be any 
justification for fixing railway rates on any other basis than cost 
of service. 


There is some difficulty in reconciling the position of 


British Columbia on the point. At. page 2343 of the transcript the 
following passage appears;= 


"In conclusion, the Province of British Columbia 
advocates the application of the principle of 

pricing all forms of transportation on the basis 
of cost of service rather than value of service." 


However, on page 2341 of the transcript and on page 11 of the final 
Submission of British Columbia dated September 12, 1949, the position 
4s stated to be that the pricing of transportation should be more 


“nearly on a cost of service basis. 


‘The vrocedure by which Mr. Brown attempted to support his 


theory was as follows:- 


at ust railway operating expenses for the period 
irst - he attempted to adji y 
‘1923 to' 1947 by eliminating the effect of price changes. This was done 


Dy adjusting railway operating expenses to the basis of a 1935-1939 


Ssonstant dollar by the use of a single price index. This index was 


a upon four series, nemely, the prices of labour, of coal, of steel 


rail and of cross tiese 
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diy - he plotted in graph form the adjusted railway operé 


Bees against total locomotive miles. He also Compaen. 
aa % ; "ie 4 a? on : " 
‘elation between them mathematically and found the og ation of - 
Po ae Parte 
itionship and the degree of correlation. This was done for te 


el 
ladian National over the whole period 1923 to 1947 and for Canadian 


mgr 
eexe over the period 1924 to 1937 inclusive and also for the 


7 


riod 1938 to 1947 inclusive. From this statistical analysis he 
w the following conclusion (transcript, page 2340):- 


~ "One can only conclude, therefore, that in the year 
"to year results, operating costs tend to fluctuate in 

_ ¢lose harmony with the amount of work done and that any 
_ so-called constant element is of relatively minor importance." 


tt Pox] 
— aoe 


On this premise British Columbia takes the position that as 


ie 
arious commodities should only reflect the cost differentials of 
ding the service for any particular commodity or class of 


Beet ete 


if Canadian Pacific points out that the following errors were 


Bvolved in the first of the two steps above referred to;3- 

~al (a) It was a serious error to restrict the study only to 
Miway operating expenses and not to include interest, profit or 
come taxes (see page 12 of the Brief of British Columbia dated Sep- 
ember 12, 1949). In Canadian Pacific's view at least interest and 
robably the return to equity security holders on their investment 
in effect costs which must inevitably be incurred, regardless of 
saffic volume. It could not therefore be argued, even if it were 
mitted that 100% of operating costs varied with traffic, that the 


melusion made by Mr. Brown proves the case for the application of 
2 cost ef service principle. 
| “(b) The use of a single price index based upon only four series 


an unduly narrow base on which to make the adjustment which Mr. 


wn sought to make and this may in itself produce substantial error. 


terstate Commerce Commission, in making similar studies, used a 


of 24 such indices. The possibility of error in restricting the 


r of series in the index can be seen by reference to the fact 


bbe indices used by the Interstate Commerce Commission in the 
"Exploration of Rail Cost Findin 


“ti to the use of Costs” of October, 1948, varied from 110.3 te 


g Procedures and Principles 
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181.4, using the base of 1939 equals 100, 


(c) Mr. Brown's Calculation assumes that the same weighting 


of the index he used would be applicable to each of the years 
regarding which he made his adjustment. 


As to Mr. Brown's second Step, he made the error of 
using the actual locomotive miles without adjustment. The 
necessity for adjustment is obvious because locomotives have 


Changed in size and in power and therefore in net output per 


locomotive mile over the years, In addition, the output per 


“locomotive mile has increased due to changes in loading practices 
which were forced upon the railways during the war. The carloading 
order of the Transport Controller compelled all shippers to load 
freight into cars to the maximum Capacity of the cars. The effect 
of loading practices during war time and post war years can be 
seen very clearly in Mr. Brown's Charts 1 and 3, because the war 
years appear sharply above the regression line, demonstrating that 
the net ton miles produced per locomotive mile are greater than 
would be expected on the normal relationship. Mr. Brown apparently 
recognized the difficulty but failed to use an adjusted figure of 
locomotive miles to compensate for these factors. 

Mr. Brown, in reaching the conclusion he did, interprets 
his calculations as proof that "any so-called constant cost is of 
relatively minor importance" = see page 2340 of the transcript. 
This, in the opinion of Canadian Pacific, does not follow. Mr. 
‘Brown could have had an equally close fit of his data to a line of 
Peiationship in two quite different graphs; that is to say, the 
ane relationship might have been obtained in one graph which would 
ow that there were no costs which were constant and in another 
Sore as much as 99% of costs were constant and only 1% variable 
th traffic. 

as Mr, Brown apparently failed to appreciate that his own 
quations, developed from the Canadian Pacific data, if literally 
show that it would be possible to have 12,880,000 


nterpreted, 


Scomotive miles without any expense whatever for the period 1924 


1937. This is easily estimated from the equation in Table 9 
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which shows that if there were no locomotives miles Canadian 


“Pacific Ought to have a net profit of $41, 289,000. This can also 


be seen from projecting the regression line for the period 1924 
to 1937 shown on Chart 1 downwards on the Chart to the point of 


intersection with zero locomotive Miles, 


By a similar use of Mr, Brown's formula, it can be 
shown that for the period 1938 to 1947 the Canadian Pacific 
should have had a profit of $7, 284,000 with zero locomotive miles 
(see Table 9a) and would have had no expense whatever with 


2 9995,000 locomotive miles, Canadian Pacific therefore is of the 


view that the equations developed by Mr. Brown can give no useful 


indication whatever of the extent to which operating costs are 


constant. 


The Interstate Commerce Commission through its Bureau 

of Accounts and Cost Finding has investigated this very problem 
(Exploration of Rail Cost Finding Procedures and Principles 
Relating to the Use of Costs = Washington Mimeo, October, 1948). 

The conclusion arrived at as a result of this study was that on 
Ecine average 80 to 90% of operating costs were variable with traffic. 
While it may be contended that the extent to which 
Operating costs vary with traffic is dependent upon density, this 


is only true subject to qualification. Canadian Pacific points 


out that it would be more correct to say that the extent to which 


costs vary with traffic, is related to density in terms of capacity 
but not necessarily in relation to absolute density; that is to 
say, a railway company operating at peak capacity may have an 
absolute density of only one-half that of another railway company 
B50 operating at peak capacity. This relative density in the 
gense of capacity is the important consideration in measuring the 
ffect of density on the extent to which costs vary with traffic. 
It is therefore probable that the findings of the 
aterstate Commerce Commission have some value in relation to 


Sadian Sev avs, although Canadian Pacific would not assert that 


What it does assert 
that they are much more likely to be applicable to Canadian 
‘Yailways than the study put forward by Mr. 


Brown. 
In any case the use of the technique employed by Mr. 


brown can only prove that the two Series used in his graph will 


vary together but they offer no proof as to what makes these 


“series vary together, Indeed it may well be that factors not 


taken into consideration are the cause of this. 


Moreover, even if locomotive miles could be so used, 


and the Interstate Commerce Commission investigations imply that 
“they cannot, they can only be used within the observed limits 

with the very greatest reserve, | 

When Mr. Brown was being cross-examined at page 2402 

of the transcript it was suggested to him that it is possible to 
lose sight of the distinction between maintenance costs and mainten-= 
ance expenditures made by management in maintaining railway 
property. This distinction is extremely important because Mr. 
Brown, as well as others who have studied the questiion as to the 
extent to which costs vary with traffic, tends to look upon the 
‘ability of management to control expenditures as an indication 

that a definite relationship percentagewise exists between operating 
expenses and revenues despite substantial fluctuations in traffic. 
Indeed, this was one of the matters put forward by Manitoba and 
Saskatchewan in the 21% Case (see Exhibit 336-L). 

That Mr. Brown recognized the possibility of this error 
being made, is apparent from his cross-examination. (See page 

21,02 where Mr. Brown said:- "Well, that is a point".) 

| Again on page 2404 the following passage appears after 


ome considerable discussion of the result of the deferment of 


aintenance during depression years:=- 
e: 

¥ f service and 

"MR. NS: I mean that the quality o 

Deatgintenancs, the condition of the property, goes . 
downhill until there is a condition of bankruptcy, an 


"there has been in a large number of cases in the United 
States. 
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" THE WITNESS: [I believe that is possible." 


It was then put to him that it was difficult to 


generalize on the ability of management to control expenses and 


the answer of the witness at page 2404 was as follows:e- 


"All I have to GO on is the material I have before 
ME o I would be in no position to know the physical 
condition of- either of the railways, or any of the 
railways, whether they have been adequately maintained 


or better than average maintenance or poorer than 
average maintenance," 


Writers apparently recognize the importance of this 
distinction as witness the following extract from "Economics of 


Transportation" by D. Philip Locklin, Ph. Do. page 160:= 
" Figures showing that railway expenditures 

vary Over a period of time with the volume of 

traffic must be accepted with some qualification. 

This is because technical improvements and changes 

in Operating technique affect the figures. So 

also do changes in wage rates and in prices 

of materials and supplies. The practice of deferring 

maintenance in times of depression is a practice, 

as has already been noted, which gives an appearance 

of variability to railroad expenses. Even though 

standards of maintenance are not rigid, it remains 

true that much of the deferment of maintenance 

during lean years represents a consumption of 

capital. Expenditures and costs are not synonymous." 


In the submission of Canadian Pacific, it will not do 


to assume that because management has shown a certain ability to 


relate its expenditures on maintenance to its revenue, this proves 
that the cost of railway service as distinct from expenditures 
i) on railway service, fluctuate directly with traffic. 

The Interstate Commerce Commission has recently found 
avery substantial degree of deferred maintenance on United 


, 


States railroads and in the submission of Canadian Pacific the 


evidence adduced by it in the two rate cases proves that this 


condition also exists on the Canadian Pacific. 


Canadian Pacific therefore submits that upon the 


foregoing grounds and upon the grounds put forward in Part I of 
this Submission, the application of the cost of service principle 


o the exclusion of the value of service principle as proposed by 


British Columbia is unsound and impracticable. 
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Among the briefs that have been presented to your 


Commission containing recommendations in various forms for an 


amendment of the Railway Act authorizing the Board of Transport 


| Commissioners to award reparations are the following: - 


Edmonton Chamber of Commerce } 

Calgary Board of Trade At 

a tober Calgary, Alta., June 13, 1949 
City of Calgary ) 


MacDonalds Consolidated Limited At Edmonton, Alta., June 17, 1949 


Transportation Commission of At Halif 
the Maritime Board of Prade 8% Be Baa. EY eae 
Canadian Manufacturers? At Toronto, Ont. August 4, 1949 
Association ; 


The Canadian Industrial Traffic At Toronto, Ont. august 5, 1949 
' League ; 


The Canadian Manufacturers! Association suggest in 
Appendix "A™ to its brief, the form which the amendment might take. 
In essence, so far as they disclose any basis for their proposal, 
the complaint is tmt it is a hardship on the shipping public that 
there is no way in which the Board of Transport Commissioners can 
give retroactive effeet to its finding that a rate complaimd of 


is unjust and unreasonable. 


. Canadian Pacific is opposed to an amendment to the 
| Railwy Act such as that proposed by the Canadian Manufacturers! 
|| Association or to any amendment authorizing the Board of Transport 
| Commissioners to award reparations. 
The theory of reparation (as contained in the Inter- 
state Commerce Act, and which underlies the proposal of the 


Canadian Manufacturers' Association and others) is that actions 


for damages against a railway company for. breach of any duty 
imposed upon it by the Railway Act or by an order of the Board of 
Transport Commissioners may be brought before the Board of 
Transport Commissioners rather than the Courts. 

The Interstate Commerce Act contains in Section 8 a 
declaration of the liability of carriers for breaches of the Act 
Ee in Section 9 provides the procedure by which the complainant 
| to the Commission or may bring suit in the 
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courts for the recovery of damages for breach of the obligation 


of the carries under the Act, Section 13 outlines the procedure 


pefore the Interstate Commerce Commission in such eases. Section 


14 authorized the Commission to make an award of damages and for 
the enforcement of such orders by the courts and other related 
matters including a two-year period of limitation. 

It is to be noted that the power to award reparations 
extends to all matters arising from alleged breaches of the Act 
and this, therefore, would embrace matters other than reparation 


in regard to rates found to be unjust and unreasonable. 


That this is also the intention of the Canadian 
| Manufacturers’ Association is clear from the amendment proposed by 
that Association in Appendix "A" to its Brief, On the other hand, 


the material contained in the briefs would indicate that the chief 


complaint giving rise to the proposal is based upon the possibility 
that rates may be found to be unjust and unreasonable and that 
Shippers in such cases are deprived of their remedy in respect of 


So-called excessive charges in the past. It is important to bear 


in mind that the remedy proposed therefore, is a remedy which goes 
far beyond the matter complained of in that it proposes to give 
to the Board of Transport Commissioners jurisdiction with regard to 
all claims for damages in respect of breaches of duty by a railway 
company under the Act. In this connection your Commission will have 
Before it Section 385 of the Railway Act which specifically imposes 
/upon railway companies a liability for damages for breach of the 
. 
Railway Act, the Special Act, orders, regulations or directions of 
Bene Governor in Council or of the Minister or of the Board made 
Bader the Act. The remedy under that section must now be sought in 
he courts and the proposal therefore seeks either a transfer of 
Jurisidction from the courts to the Board or an option by a 
Ba inant to bring his action in the courts or to bring his | 
-laim before the Board. a 
Canadian Pacific believes that it is undesirable that 
he jurisdiction of the courts should give way to this sort of 


isdiction in the Board of Transport Commissioners and submits that 
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no case has been made out for any such change, 


The matter of reparations in respeet of rates found to 


be unjust and unreasonable is, however, on a somewhat different 


footing in some respects, Only the Board can determine what are 


just and reasonable rates and it would be necessary, if a remedy is 
to be given, that the Board should first have made a determination 
upon complaint as to the justness ani reasonableness of the rate 
under review. 
However, Canadian Pacific does not believe that the 
remedy of reparation is either desirable or proper in- this 
country. It submits that the case for reparation is not advanced 
by reference to the practice in the United States because, among 
other things, the system of regulation of rates under the Interstate 
Commerce Act is fundamentally different from that contained in the 
Railway Act. 
In order to understand the basic principle of 

reparations it must be borne in mind that nowhere in the Interstate 
Commerce Act or in the practice of the United States railroad 
companies before the Commission is there any legal requirement that 
the Interstate Commerce Commission shall firstapprove any of the 
rates filed by the railroads. Under that Act (Seetion 1(5)(a)) all 
rates are required to be just and reasonable. Under Section 6 of 
the Act provision is made that the carriers subject to the Act 
shall file tariffs and under Sub-section 3 no changes shall be 
made in the rates so filed except after thirty days notice to 
the Commission. 

There is no provision in the Interstate Commerce Act 
which is the eauivalent of Section 330 of the Railway Act. Under 
that Section it is provided that "every standard freight tariff shall 


'pe filed with the Board and shall be subject to the approval of the 


Board". By subsection 2, upon the tariff being filed and approved 


by the Board, it shall be published and by subsection 4 until such. 


tariff has’ been filed with and approved by the Board "no toll shall 
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be charged by the Company". By subsection 5 no standard freight ; 
tariff is to be amended or supplemented except with the approval | 
of the Board. 

The standard tariff governed by Section 330 of the 

Railway Act is a tariff of maximum tolls and having been approved 

by the Board, such tolls are just and reasonable in law. Under 

the Interstate Commerce Act procedure, however, there being no 
requirement that any of the rates filed with the Commission shall 
first be approved by the Commission, the rates so filed may or 

May not be just and reasonable rates. It is only when on complaint 
the Commission finds a rate so filed to be unjust and unreasonable 
that the question of reparation can arise. 

The Suprene Court of the United States have held 

‘that no reparations can properly be awarded by the Interstate 
Commerce Commission in any case in which the Comm‘ssion itself had 
Pee iously fixed upon a rate as just and reasonable although in a 
subsequent proceeding the Commission might declare a lower rate to 
be just and reasonable for the future. (See Arizona Grocery Co. Vv. 
Atcheson, Topeka & Sante Fe Ry. Co. 284 U., S. 370: 52 Supreme Court 


183: 76 Lawyers Edition 348 (1932)) 


A reading of this decision makes it entirely clear 

that the right to have reparations awarded does not exist if the 
regulatory tribunal had previously approved the rate complained of 
even though it might afterwards change its mind and fix a lower 


rate for the future. The following passage at po 354 of 76 


Lawyers Edition is important: - 


Ke ‘t is suggested that the mere setting of 

ates. ty Pane ont ye order leaves the carrier 

free to name any rate within those limits, and, 

as at common law, it must at its peril publish 

a reasonable rate within the boundaries set by 

the order; that as it has the initiative it must 

take the burden, notwithstanding the Commission's 
order, of maintaining the rate at a patepai ane 
level, and will be answerable in damages i ra i 

so to dd. This arguient overlooks the fact the re 
declaring a maximum rate the Commission is exerc sing 
a delegated power legislative in character; that 
it may act only within the scope of the a te, 
that its authority is to fix a maximum ees reas 
reasonable rate; for it is precluded by e sta ; 
oo 


eo 


i ‘ iat on s San Sale 
va ae iad fe gry Per ae; 


a 
s, 


= 110 — 


"from fixing one which is unreasonable, which by the . 


statute is declared unlawful. If it were avowedly 


to attempt to set an unr 
order would ‘be a et Ceg oa Bi gh ee 


The foregoing quotation from the Judgment makes it clear 


that if the Commission were acting under the equivalent of Section 


350 of the Railway Act its approval of the standard tariff would 


«. 


_be taken to be the equivalent of a finding of a just and reasonable 


“Tate, as indeed it is, and tht in such circumstances reparations 


would not be awarded, 


The theory of reparations is inconsistent with the theory 


« 


Sor the Railway Act as it now stands, There can be no doubt that 

in enacting that Act, Parliament was fully aware of the practice 

of awarding reparations which had been in existence in the United 
States since 1887 and that, in adopting a somewhat different theory, 


it rejected the remedy of reparations as undesirable or unnecessary 


Or as inconsistent with the scheme of the Railway Act. 

In Stephen-Adamson Manufacturin Company v. Canadian 
National Railways, 35 C.R.C. 362 at 363 the Board itself ine 
drawn attention to the distinction between the position in 
Canada and that in the United States in the following language:- 


"In the United States, under the Interstate 
Commerce Commission, the jurisdiction is different. 
In the first instance there is not th approval of 
the standard rate required, as there is here. All 
their rates go into force on notice. Those rates 
are liable to be attacked and to be defended; but 
there is a special jurisdiction in regard to refund 
there, which differs from the jurisdiction gien to 
this Board. In the days of Judge Killam he laid down 
the law very clearly upon broad foundations, quite 
early in the history of the Board. He pointed out 
in one case, I think it was the application of the 
Eddy Match Company, that the Board has no power to 
order a refund. There are various other cases of 
the same kind, but that was laid down, and that 
jurisdiction has been recognized." 


It is also to be noted that the Interstate Commerce 
Jommission does not apply the same principles in a case involving 
d4serimination. The reason for this is that in a discrimination 


the higher of the two rates involved may well have been Ae. 


sasonable. The discrimination, however, exists by virtus of some 


ther shipper obtaining a lower rate. In this country the Board 
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not Transport Commissioners requires that the discrimination be 


removed. This may be done by raising the lower rate as well as by 7 
lowering the higher rate. It does not follow, however, that the 
| higher rate is unjust or unreasonable in itself and this principle } 
has been recognized by the Commission and by the United States — 4 
© Supreme Court. (See I.C.C. The United States ix Rel Campbell, 289 7 
eit, S. 385 53 Supreme Court 607, 77 Lawyers Edition 1273). ¢ 


In that case it was pointed out at p. 1276 of 77 Lawyers 
Edition as follows:- 


"Overchargeand discrimination have very 
different consequences and must be kept distinct 
in thought. When the rate exacted of a shipper 
is excessive or unreasonable in and of itself, 
irrespective of the rate exacted of competitors, 
there may be recovery of the overcharge without 
other evidence of loss . . . But a different ; 
measure of recovery is applicable ‘where a party that has 
paid only the reasonable rate sues upon a discrimina- 
tion because some other has paid less!" 


In that case the Court held that the measure of damages 
is not the difference between one rate and the other. The 
Petanctate Commerce Commission has followed this and there are a 
large number of cases in which no reparation was awarded becawe of 
the inabilityof the complainant to prove that he was damaged. 

The foregoing difference between the consequences of 
_Teparations claims based on discrimination and those based upon 
overcharges (unreasonably high rates) should be borne in ming in 
ee ina with the submission made by the Transportation Commission 
of the Maritime Board of Trade and of the Industrial Traffic 
League, neither of which distinguishes between rates which are 
discriminatory and rates which are in themselves unjust or un- 
reasonable. 

; | Under the practice in the United States the Interstate 


Sommerce Commission does not award reparation in cases involving a 


- 


Reral adjustment of rates (48 I.C.C. 578 at p. 468 - 87 I.C.C. 


= or in discrimination cases unless in the latter case the rate. 


7 


mn itself is found to be unreasonable - (see 253 1.0.C639). 
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The following cases may be of assistance to your 


Commission in determining the exten: to which the cases listed in 
the Brief of the Canadian Ma anufacturers' Association contain cases 
in which any real hardship has been experienced ies the lack 
or power in the Board to award reparations, 

PA25S9. 1.6.0; Bo at Pe 5O it was held that "except where 


unusual circumstances are present, reparation does not follow from 


@ reduction in a classification rating ordered by the Commission”. 


tn 270:15C. 6. 47 at po. 49, after reviewing the circumstances 


under which damages might be proved as a result of undue preference, 
the Commission states "but these consequences are not a necessary 
inference from undue prejudice without proof; and the damage must 

be proved, not presumed." 

In Fourth Section cases, that is to say, the applic ation 
of competitive rates to intermediate points, the Interstate 
Commerce Commission, in establishinga previously approved 
competitive rate as maximum at an intermediate point, did not award 
Teparations. (See 251 1.C.C. 487). 

Rates found unreasonable for the future are not 
necessarily a proper standard for the past. (See 238 I.C.C. 61: 
Seeeeeel., 477: 146 1.0.C. 49). 

An illustration of a cass in which undue prejudice and 
discrimination were found toexist but in which reparations were 
Genied is to be found in (1947) 268 1.C.C. 220, 

The brief of the Canadian Manufacturers' Association 
contains a list of decisions of the Board which affirm the 

es lack of jurisdiction to award reparations, These cases 
Bthestionably do hold that the Board has no such power but they 
Bir interesting examples of cases where even if the Board did 

ave the necessary authority, there is no probabilitythat th 

Boner would have been in a better position. 

For example, the case of Dominion Concrete Co. V. ‘Nc 


involving a claim concerning 
, 6'C.R.C. 514 was a case 
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the reduction of rates on concrete blocks which were stated 


to be excessive having regard to the rate on bricks. In a 


somewhat similar case the I.C.C. refused to award reparation 
although they found that the allowable differential between 
the rates on malt and barley had been exceeded. (See Electric 
Malting v. A.T. & S.F. Ry. Co., 23 1.C.C. 378 at p. 381). 

In at least four of the cases listed, the Board was 


asked to find what the legal toll was and refunds, although 


not ordered, were authorized. In these cases the shipper was 


not hurt. In at least four other cases there was no finding 
that the rate complained of was unreasonable, In one or two 
other cases an erroneous rate was quoted by a railway employee. 
In none of these cases is it likely that the I.C.C, would have 
awarded reparation. In another case, that of United Grain 
Growers vs C.N.R. 26 C.R.C. 26, the claim was for loss and damage 
for negligence and this was rejected by the Board on the ground 
that this was a matter for the courts. Here again the shipper was 
hot without his remedy although he chose the wrong forum. In 
others the claims were disposed of by the Board some four years 
after the shipments moved. (See XV J.0.R. & R. 249). The period 
of limitation proposed to your Commission and which is in fact 
fixed by the Interstate Commerce Act is two years. 

In the last case listed in XVI J.0.R. & R. 135 the law 
on the subject as regards the power of the Board is reviewed but 
it is interesting to note in most cases where the rates in this 
 @ase were under review, the applicant failed on the merits to 
establish unreasonableness. In the case of one or two shipments, 
the Board found what the legal rate was and although it did not 
direct a refund it would result in a refund being made. 

Under the law in this country if by mistake a shipper 
charged more than the legal rate, (as, for example, when more 
a one tariff is applicable to the same traffic) the railways. 
Eve refunds promptly and voluntarily. If they did not, the 


fund would be ordered in an action in the Courts. 
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If a railway company is in breach of any of its 
obligations under the Railway Act or under any order of the Board, 
4t is liable in damages by virtue of Section 385 of the Railway 
Act. In this case the action must be brought in the courts and 
Canadian Pacific submits that such a remedy is adequate. 

There remain only those few cases in which the Board, 

having fixed by its approval under Section 350 the maximum 
reasonable rates, may decide at some future time that a lower 

rate is just and reasonable. In these cases the railways are 
entitled to rely upon the approval of the Standard rates under 
Section 350 as a finding that until further order of the Board, 
such rates may legally be charged and collected. It would be 
unreasonable to subject them to the uncertainty that the Board may 
change its mind and by its order require the making of a rebate 

in respect of charges made in the past. 

Reparations are in essence legalized rebates. In the 
United States large shippers can use the right to reparation in 
a way in which that right was never intended to be exercised. For 
example, if a rate is negotiated by agreement between the shipper 
and the railroads and is not put into effect quickly enough to be 
applicable to the first movement of traffic, it is possible for a 
large shipper to put pressure upon the railroads to have them apply 
to the Interstate Commerce Comnission for permission to refund 
the difference between the rate in effect prior to reduction 
and the reduced rate. These refunds can be made with the | 
permission of the Interstate Commerce Commission on the joint 
application of the railroads involved, who must, of course, on 
such Be tont ton, take the position wens the prior rate was 
unreasonably high. If a small shipper were involved or if the 


competition for the shipper's traffic were less active, the 


railroads might resist the application for reparation and in many 


eases it would beimpossible for the shipper to demonstrate that 


the rate prior to the decrcvase was in fact unreasonable. Thus, 


the larger shipper may succeed in obtaining reparation where a 
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maller Shipper would fuil to do so. Cases of shia eh dare 
objectionable as the practice of making rebates van eh 
Canada prior to the passing of the present Railway Act in 190: 
the United States or that it would become so in Cenada. Whe 
a does suggest is that the temptation to use reparation in 
ae Situations might prove difficult to resist when large 
- shippers are involved. 
The experience in both Canada and the United States, 
fore regulation of freight rates became effective, and 

en rebates could be made, was that rebates were obtained almost 
_ exclusively by the large shippers, whose volume of traffic enabled 
then to exert pressure on the railways. The small shippers, who 
were not in a position to enforce demands for rebates, had to pay 
higher freight charges than their large competitors. 

It is submitted that the remedy of reparations is a remedy 
tar too drastic to be warranted by the showing of those who = if 
—— it. The fantastic extent to which demands for reparation 
in be carried is shown by applications recently filed with the 


1 
Mee rarstate Commerce Commission on behalf of the United States 


Berernnent, in which reparation estimated to amount to between 
os and three billion dollars is asked for on traffic that 

a during World War II. These applications are being opposed 
cy shippers’ organizations in the United States, who conten 
Betas the granting of such reparation would bankrupt many 

of their railroads, would result in materially increased freight 
rates, and would make it impossible for the railways to provide 


aha facilities necessary to meet the transportation needs of 


é 


heir country. 
The witness Brown, appearing for the Canadian r 
| ifacturers' Association, was aware of the fact that repa 


now pending before the Interstate Commerce Commission ‘a 


alt of thé United States Government involve sums of money — 


the major carriers. (See p. 5907 of — 


oe) 


‘ficient to bankrupt 


t ra nscript ) ° 


a - : 7 


eo nh) ee ; 
’ ah Pe Meshes, 
c ime ies | i 
ea iy b) gays ‘ 


he. 


‘i » wail dag ae oa wren if nu a veh al 
. 


7 
aaa Aan ethane nee ~ nna fae: 
-. a P 
Acre etch iana W¥H aes amet 


aul 
$ , eLUTye 20>) a wal Ree 
7 : 
peat at Viecdaud ieee | Nils 
{ 9 it? Pu. re” a 
- 
ny 
be 
* i 4 , 
f 5 ile 
hr 4 
eet ' 
‘ Pas is i 
rl 5 
tae Vinal 


rh ek Cy nusininee oe 
| ead le aG3 — 

t; | Tah, enehuig vere, ‘hee 
~ tee heRet cma 

a re “arma Sst ah i 

1 oS MIT ADES oat) id 

sskengre ee . jake 


. ‘9 i ‘non bel ae i: 
riuunihenill vote haw hy 

abones ‘ie 

apts i : : 

o> GM | Oe I Seg hala ue . 


7 »-«é 
7 \ 


| a ey Us 
oh Mi ued. of) © ¢0'e@) Raa 
‘ = 
8) a giuiy cop he 0 fae teat ae 
: 7 7s 
64d) (apenas 


a INGE 


- 116 - 


7 One further matter which distinguishes the United States 
conditions from those obtaining in Canada is the fact that there 
are in the United States numerous connecting railroads in 
competition with one another. These railroads tend, by combining 
together, to create a large number of alternative routings. Under 
the law in the United States, the rate applicable via the various 
“routings is determined by a rule which prescribes that the rate may 
not exceed that obtaining by the shortest route over which the 
"traffic can be moved without a transfer of lading. It therefore 


¢ 


follows that there may well be rates published over many different 
: 

_ routes and that the railroads in publishing such rates may overlook 
the lowest combinations of rates available to the shipper. A 
large shipper with an active traffic organization may, in such 

- circumstances, in many cases discover lower combinations of rates 
by une routes. Having discovered such a lower combination only 
after considerable traffic has moved, a shipper under the practice 
in the United States becomes entitled to have reparation if he can 


establish that a lower applicable combination has in fact been found. 
No such condition exists in Canada. In relatively few 
instances are more than two railway companies involved in a through 
movement and the alternative routings are in many cases not 
available. Moreover, there is no such rule in Canada as that 
“referred to by which the lowest combination over any route is to 
prevail although the suggestion has been made to your Commission 


that such a rule ought to be adopted. The position on this que stion 


“will be discussed in another section of this submission. 
If reparation is authorized 4t should work both ways. For 


example, if an increased rate is suspended and subsequently f ound 


to be reasonable, the railways should be authorized to collect, and 


shippers required to pay, charges on all shipments that moved 


during the period of suspension on the basis of the increased rate 
which the Board finds to be reasonable. 


The submission of Canadian Pacific is therefore 
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that the cases listed by the Canadian Manufacturers' Association 


do not on their merits disclose necessarily cases in which the 
I.C.C. would have awarded reparations and are therefore not the 
‘measure of the need for the change proposed in the law in Canada. 
The members of the Canadian Manufacturers? Association 
and of the Canadian Industrial Traffic League who propose 
reparations as well as other industrial and commercial companies, 
are at present free to fix the prices at which they will sell 
their goods. They would scarcely agree that if they reduce a price 
today, or if some price regulation became effective forcing a 
reduction in price, they should have an obligation to make an 
“adjustment with purchasers who may have bought such goods at the 
higher price. 

in the circumstances Canadian Pacific submits that the 
remedy of reparations is neither desirable nor necessary in 
Canada. 

In practice, legislation giving the right to reparations 
is open to many abuses. For example, certain Freight Claim Bureaux 
undertake the checking of freight expense bills and the bringing 
of claims for reparations in consideration of a percentage of the 
amount recovered from the railways. All the unsavoury aspects of 
Be aety arrangements are implicit in these activities and 
should not be encouraged at the expense of the railways and the 
users of their services who must in the final analysis pay the 


overall costs of the railways. 
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THE LONG AND SHORT HAUL RULE 
a AU RULE 


Part I of this Submission contains a statement of the 


position of Canadian Pacific in relation to this question. However, 
in view of the extensive submission made by the Province of Alberta 


on this subject the following additional submissions are made by 


Canadian Pacific, 


Alberta's brief consists of 15] pages, supported by a 
schedule containing rate comparisons involving 119 additional 
pages. As indicated in Part I of this Submission, Alberta renews 

before your Commission the complaint it has made over the past 
many years and which was more particularly dealt within the 
general freight rates investigation. Reference is again made to 
the judgment of the Chief Commissioner in 33 C.R.CG, 127 and to the 
passage at page 155 of that judgment. The quotation referred to 
appears on pages 91 and 92 of Part I of this sinet acne 

At tle outset, Canadian Pacific points out that the 
submissions mage by Alberta in its brief can avail nothing unless 
Alberta can establish that the rates to Alberta points are in 
themselves unjust and unreasonable. That is to say, whether the 
rule adopted in the United States is applied in Canada or not, 

_ the right of th intermediate point to have the benefit of the 
competitive rate must in the last analysis depend upon the reason-= 
ableness of the existingrates to the intermediate point. The only 
real difference between what Alberta advocates and what is now the 
law in Canada with certain minor exceptions to which attention will 
pe drawn, is that a prior application must be made to the 

ae Commerce Commission for what is called fourth section 
relief. In the United States, the rule is that unless this relief 
= given, the competitive rates must be applied to the intermediate 
Be. This does not mean tt ths competitive rate must inevitably 
be applied to tl intermediate point. It means that an application 


ust be made by the railways for relief, or else that rule will ‘9a 


Fis 
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Before dealing directly with the matter, the attention of 


your Commission is drawn to the schedule of rates filed by Alberta 


in support of its brief, First, the rates included in the schedule 
do not reflect the increases made in competitive rates on 15th 
September, 1948 and subsequent changes in these rates. (See DPo 


90-93 inclusive of Part I of this submission), 


Secondly, the reduction in rates brought about by the 


elimination of the Mountain Differential pursuant to Order of 
the Board of 23rd April, 1949 are not reflected in the schedule. 


The importance of this is that the position with regard to 
the difference between the rates at the intermediate points and the 
competitive rates which are the subject of Alberta's complaint, has 
materially changed. The number of cases in which the rate to 
Vancouver is lower than the rate to Calgary, for example, has been 
substantially reduced. Moreover, there are not today any instances 
in which the sum of the rates from Hastern Canada to Vancouver and 
from Vancouver to Calgary is lower tham the rate from Eastern 
Canada to Calgary. 

At p. 111 of Alberta's brief, the following statement is 
made? = 


We submit that this Commission should recommend that 
long-and-short-haul discrimination in Canada be prohibited 
subject to the provision that the Board upon formal 
application of the carrier seeking to practice long= 
and-short-—-haul discrimination, after hearing may allow 
such discrimination provided that the carrier satisfies 


the Board that: 
1. There is active and compelling competition at the 


eompetitive point which is beyond the control of the applicant 
or and ae competition is absent at the intermediate 


point. 

2, The rate which is proposed for the competitive 
point more than covers the additional expense incurred 
by the traffic to which it applies. 


3, The rate to the intermediate point is just and 
reasonable. 


4, The rate to the competitive point is not lower 
than necessary to meet the competition . 
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It is important to examine the five principles which 
Alberta submits should be applied in measuring the propriety 


of the transcontinental competitive rates. 


As to the first of these, that there should be active 


Fe and compelling competition at the competitive point, Canadian 


4 
Cc 


Pacific points out that Alberta has overlooked the fact that 


eetential, as well as active competition is recognized by 


: 
“ 
si the interstate Commerce Commission (See 218 I, C.C. 106 at ; 
ee. #20 and 208 1.C.cC. 327). Apart from that, the principle 
| anpliea in Canada in measuring the propriety of competitive rates 
ae identical with that suggested by Alberta. 
| As to the second principle, that the competitive rate 
should more than cover the additional expense incurred by the 
traffic to which it applies, this also is a principle not only 
recognized by the railways, but which must inevitably be. recognized 


q by the Board of Transport Commissioners in determining whether 
: competitive rates are compensatory or are unreasonably low. 

As to the third principle, whether the rate to the 
intermediate point is just and reasonable, this is the corner-= 


stone of the Judgment in the general freight rates investigation 


and can be taken to be the law in Canada. 
As to the fourth principle, it is impliert An ine 
Railway Act that the competitive rate must not be lower than 


is necessary to meet the competition. There can be no doubt 


that on complaint, the Board under its existing powers, ould 


‘disallow any rate which did not measure up to that yardstick. 
As to the fifth principle advocated by Alberta, that : 
Eke carrier must show reasonable expectation of improved net 


arnings, this matter is also 4 principle recognized both by F . 
he railways and by the Board in Canada. In fact, it is really” | _ : 
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a duplication of the second principle, in that unless more than 


out-of-pocket expenses are obtained, there could be no 


expectation of improved net earnings. 


The foregoing make it clear that apart from recognition 


of potention competition, which Canadian Pacific believes must 


have recognition, the principles laid down by Alberta do not 


differ from the principles recognized as proper under the present 


law in Canada. It follows that the only real difference between 


Alberta's proposal and those recognized in Canada is as to whether 
or not it is proper or desirable that there should first be an 

application to the Board for relief against applying the 

competitive rate to the intermediate point, or whether the matter 

be left open to be dealt with only on complaint. 

While it may be argued by Alberta that there is a very 

great difference in this respect between the law in Ganada and 

the law in the United States, the following points must be 

considered. First, Alberta has complained against the failure 

to apply the transcontinental competitive rates to Alberta points 

for many years and the Board has rejected such complaints on 

the ground that Alberta has failed to show that the existing rates 


to the intermediate points are unjust and unreasonable. It follows 


that Alberta would have no assurance of any greater relief merely 
because the law should be changed to require the railways first 


to go to the Board. Alberta has been to the Board and the Board has 


adjudicated upon its complaint. Secondly, if it were 

necessary first to go to the Board and establish that the 

competitive rates are compensatory Alberta could not 

automatically obtain the benefit of those rates at the inter- | 
Mediate points where the competition did not exist. It follows that it 
is important to determine whether there is any prima facie likelihood 


of the present transcontinental rates being at a level below that 
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which is compensatory, In Part I of this submission and in 


the Appendix to Part I examples of eastbound and westbound trans- 


continental competitive rates are shown, Further examples of 


the car mile and ton mile earnings on commodities specifically 
mentioned in Alberta's prief (See figures 1 to 12 On pp. 24 = 35 
of that brief) are contained in Table 1 attached to this seetion 
of Part II of this submission, With two exceptions, the car mile 
earnings on these commodities at the existing transcontinental 
competitive rates are in excess of the System average car mile 
revenue of Canadian Pacific for the year 1948, which was 35 
cents per car mile. Indeed the car mile earnings shown on Table I 
range as high as 51.7 cents per car mile. Table 1 also shows 
that there are only two instances in which the ton mile earnings 
are below the system average for 1948 of 1.13¢ per ton mile. 
Both these examples are shipments of canned goods in which the 
car mile earnings are 34.1¢ and 36.4¢ respectively. 

When it is borne in mind that these are very long hauls, 
Canadian Pacific could have justified lower car mile and ton mile 
sarnings than the system average, if there was a necessity to do so 
and Still have had rates which are compensatory, 

Canadian Pacific draws to the attention of your Commission 
the references to decisions of the Interstate Commerce Commission 
appearing in Alberta's brief commencing at p. 143 and continuing 
to p. 146, in which it would appear that that Commission has 
held to be compensatory, rates yielding much lower rates per car 
mile and per ton mile than the rates on the commodities listed in 
the Table above referred to. As pointed out at p. 94 of Part I 
of this submission, the differences between rates found compensatory 
by the Interstate Commerce Commission in the years in which those 
findings were made, and the existing Canadian rates are sufficiently 
great to warrant the conclusion that even with the change in 


operating costs which has occurred over the past few years, the 
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present transcontinental rates referred to in the Table would 


have been held to be compensatory by the Interstate Commerce 


Commission. That this is So can be seen from the most recent 


case available. This was an application for fourth section 


relief, Case No. 22535, Interstate Commerce Commission Supple- 


mental fourth section Order No. 15696 of Aprdl) 165° 294% in 

which the Commission granted relief with the qualification that 
it was not to apply to rates over routes which would yield less 
than 18¢ per car mile. 

It follows that even if it were necessary for the 
railways to go te the Board of Transport Commissioners in 
advance of establishing these rates, the regulation proposed by 
Alberta would probably result in no different level of trans- 
continental rates than exists today. This is, of course, subject 
to the single exception in that Alberta does not recognize the 
validity of potential competition. 

It follows also that as stated in the opening part 

of this section of the submission of Canadian Pacific, the real 
question to be determined is whether there is anything to be gained 
by requiring the railways first to make application to the Board 
before establishing these rates. 

If Alberta's proposal is given effect to, the Board 
would merely call upon the railways to satisfy it that the 
competition required the rate to be established; that the rates 
were compensatory; that the competition did not exist at the inter- 
mediate point; and possibly that the existing rates at the inter- 
mediate point were in themselves just and reasonable. 


On this, Canadian Pacific makes the following submissions: 


First, the adoption of such legislation for transcontinental 
vompetitive rates would inevitably mean the adoption of the same. 


Hinciples. for all competitive rates throughout Canada.» The 
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Amportance of this is apparent when one considers the large 

umber of these competitive rates and the delay and expense which 
ould be entailed if each of them required prior approval of the 
Bos ard of Transport Commissioners, It may be pointed out here that 
when the law came into effect in the United States there were 
more than five thousand applications for fourth section relief 
within the first six months after the law took effect. See report 
Mreiiterstate Commerce Commission Activities 1887-1937 De OTe 
Secondly, the delay involved in first having to make 
application to the Board for so-called fourth section relief, would 
deprive the railways of the right to quote rates in advance and of 
the right to meet promptly the competition of other carriers. In 
many instances railways today are required to act quickly if their 
Pevenue interests are to be fully protected. If the traffic is 
once lost to the competing carrier, it may well be lost for some 
time, or even permanently. 

r Thirdly, there is much short line competition between 
Tailways and the rule would have to be applied to all cases 

where railways endeavour to establish rates to meet such competition. 
“This would add greatly to the delay and to the number of cases which 
would be brought before the Board. Moreover, the necessity for 
making such applications, even though they should ultimately be 
antec in every case, would prevent competing railways from having 
their rates at all times on a parity with one another. The only 
effect of this would be to take away revenue from a competing 
Sttinsy; but it would not prevent the shipper between origin and 
lestination receiving the. benefit of a lower rate, which would not 
Mievaitepie to the intermediate point on the line of the competing 
arrier. Similar results would be obtained in connection with 
mpetitive rates to meet market competition such as rates to permit 
Madian producers to meet the competition from United States, or 


1er foreign countries, where the railways desired to establish 
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rates to enable the Canadian producers to meet such 


competition. 


Fourthly, the provisions of Section 314 of the Railway 


Act and other sections of that Act are in the opinion of Canadian 


Pacific greatly to be preferred to the provisions of Section 4 


of the Interstate Commerce Act. The shipping public have complete 


protection, while at the same time, the railways have a maximum 


freedom in the ratemaking process. 

Fifthly, Canadian Pacific points out that there would 
be a eiteng probability that the matter would not end at 

making the competitive rate applicable as maximum to the 
intermediate point but would involve demands for proportionate 
reductions at other intermediate points of lesser distance. 

For example, if the competitive rate were $1.00 and the normal 
rate to,say, Calgary were $1.50 and the normal rate to Regina 
were also $1.00, the probability is that Regina would demand a 
proportionate reduction in its rate based on its distance relation- 
Ship with Calgary. 

In summary it may be said that the procedure proposed 
by Alberta is inconsistent with the fifth principle which it 
enunciates, namely, that the carrier must show a reasonable 
expectation of improved net earnings to justify the competitive 
rate. This is because, if the railways are not to be permitted 
to meet competition promptly, they will be deprived of revenue at 
least during the period during which their applications are under 
ig ideration by the Board, No doubt Alberta and many other 
interested parties throughout Canada would require to be notified 
and it may be expected that a delay of at least a month or so 
fould be the minimum experienced. It would be difficult in these 
ee untances to see the advantage to be gained if the railways 

| to forego large sums of revenue for such a period. In many cases 


raffic might be lost inevitably and there would in the result, 
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be no benefit to the Shippers or consignees at intermediate 
_ points. 
It must be recognized that in most cases, the relief 


would be granted against the application of the competitive rate 


‘to the intermediate point, That has been the experience in the 


‘United States and the delay and expense attendant mae this 
"procedure would therefore be of no benefit to the tate rnedieee 
point. Moreover, while the intermediate point might in rare 
“cases obtain the benefit from the application of the competitive 
rate, the railways would have to consider whether the application 
of that rate to the intermediate point would seri ously affect 
their revenue position. If they were of that view they could not 
Biustify establishing the competitive rate at all. On the other 
hand the competitive rate might have to be on a higher basis than 
was required to meet the competitions 

| If the railways decided not to establish the competitive 
rate, the intermediate point would have no benefit but would, 


“rate to be compensatory, the failure to establish it would mean 


level of rates including the rates to the intermediate point. 

, it may be pointed out in conclusion that the Province of 
itoba does not support the position of Alberta. It may also be 
concluded, although there are no submissions on the point, that 


British Columbia would be strongly opposed to Alberta's proposal. 


in fact, suffer. This is because, assuming the proposed competitive 


“anet loss in earnings and this loss would be reflected in the whole 
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INDUSTRIAL LOCATION AND THE RATE STRUCTURE 


The only Province making detailed submissions on this 
“subject is the Province of Alberta. The position taken is that 

as between rates on raw materials and finished products, rates 

should either be purely "passive" or should encourage location of 
processing plants near the point of production of the raw material. 
“Alberta also recommends that when processors or manufacturers feel 
that the relationship between the rates on the raw material and 

"the finished product adversely affect them, they should be able to 
apply to the Board for relief. The Board, it is suggested, should 
Ihave the necessary power to revise rates to carry out what it 
considered to be the proper policy of encouraging industrial location. 
Alberta refers in this volume of its brief to examples of the 
rates on raw and processed commodities. These include the movement 
of livestock and the products of packing plants; the movement of 
crude oil and the products of the refining process; the movement of 


sugar beets and of the refined sugar; and the movement of wheat and 


of wheat flour. 


Canadian Pacific interprets Alberta's position to be that 
the rates on processed materials should be so adjusted in relation 
to the rates on raw materials as to permit the location of the 


processing plant as near aS may be to the source of production of 


the raw material or alternatively that the rate should be so arranged 


as to encourage that result. Moreover, as Canadian Pacific interprets 


‘the submission, the desire of Alberta is to enable the Board to do 


‘@ considerable amount of economic planning in manipulating the rate 
structure. 


As to this argument, Canadian Pacific submits that it is 


@ generally recognized principle that rates on raw materials should 


lower than rates on manufactured products. This is fundamental to 


an acceptance of the value of service principle in rate making. 


Juite obviously the raw materials tend to have lower value and 
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therefore a lesser ability to pay transportation costa then nave 


the finished products. This principle has long been recognized by 


the Board of Transport Commissioners, by the Interstate Commerce 


Commission and by writers on the Subject. Alberta in effect desires 
to change this in the hope that by providing additional powers to 

the Board with suitable directions to it, the location of industry 

in Alberta can be encouraged and increased. One assumes ies this 

can be done in one of two ways. That is to say, either raising the 
 pates on raw materials or reducing the rates on manufactured products. 
It may be said here that the rates on low grade commodities 
in Canada are generally so low that it would be disastrous to the 
revenues of the railways, to reduce the rates on finished products 

to anything nearly approaching parity with the rates on raw materials. 
tt follows as a practical matter, that the alternative would be to 
raise the rates on raw materials. If this were done, it would be 
difficult to make the changes in such a way that serious disturbance 
to existing industry could be avoided. In this connection Canadian 
Pacific submits that Alberta's analysis of the question seriously 
underrates the importance to manufacturing plants of a location near 
the Bertrated markets. The pressure on industry to locate near 
these markets is not only due to the need for saving transportation 
costs on the finished product, but also to other costs of 
distribution, as well as to the need for having the product reach 

the market as quickly as possible after manufacture, as for example, 
fresh meat. While there are always exceptions to this principle, it 
‘is something which must be borne in mind and it cannot be said that 
transportation cost alone is the influencing factor. 

The laid down cost of the manufactured product will probably 


rs 


‘be lower if the factory is close to the area of the greatest 


concentration of its market. 


The fact that wages and interest costs are approximately the 


n 


Same in Alberta as elsewhere in the country, and that electric power 


@osts in Edmonton are below those in Toronto, indicates that the 
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Concentration of industry in the Toronto area is brought about by 


the attraction of the concentrated market. It may also show that 


since wage rates in Alberta seem generally to be at or above the 


national level, the attraction to industry of a location in Alberta 


as compared with a position in Kastern Canada nearer to their 


principal markets, would not be sufficiently strong. Canadian Pacific 


points out that the forces operating to produce the result of which 
Alberta complains, are complex and that short of economic planning 
of the broadest kind, it would be difficult, if not impossible, to 
bring about the result desired by Alberta. The extent to which this 
plan would have to go if it were limited to railway rates might have 


_ serious consequence upon the revenues of the railways and would 


most certainly have serious consequences on existing industry. 


With regard to Alberta's example of the rates on livestock 
as compared with the rates on dressed meats and packing house products, 
Canadian Pacific makes the following submissions: = 

It believes that the rates on livestock are low and should 


be lower than the rates on packing house products. it would, in 


i =e 


the opinion of Canadian Pacific, be impossible to raise the rates on 
livestock to a sufficiently high level to bridge the difference 
without inhibiting the movement of livestock to existing plants. 

For the information of the Commission, two tables will be 


found at the end of this section of Part II. Table 1 deals with 


TE a 


movements ofcattle and hogs while table 2 deals with movements of 
dressed meats and packing house products. The rates per car mile 
and per ton mile are also shown on these tables. 

Attention is directed to the fact that the average loading 
of livestock tends to be considerably lower than the average loading 
on dressed meats and packing house products, and that the car mile 
earnings on livestock appear to be lower than might be considered 
compensatory. On the other hand, the rates on dressed meats tend to 


be on the average somewhat lower than the system average of car mile 
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earnings. The car mile earnings on packing house products, on the 


other hand, are somewhat higher than the system average of 35¢ per 
car mile. | 

As regards ton mile earnings, such earnings on livestock 
tend to be slightly higher than the system average but are somewhat | 
lower than the ton mile earnings on dressed meats and packing house 
products, 

Canadian Pacific points out that if Alberta's suggestion 
is accepted,.the rates on livestock would have to be increased. 
Whether Alberta desires to take this position is not apparent from 
its brief. 

As to the example in the Alberta brief of the movement 
of sugar beets and refined sugar, Canadian Pacific points out that 
Alberta has little ground for complaint in this regard since all 
of the sugar beets produced in Alberta are processed within the 
Province. 

With regard to the relationship between the rates on crude 
oil and the rates on the products of the refining process, a 
somewhat similar position exists. There could be no justification 


for failure to recognize the difference in value between the raw 


a 


material and the finished products. Here again Alberta does not 
suggest what remedy would be applied, that is to say, whether the 
rates on crude oil should be raised or the rates on finished products 
Should be lowered. Complaint is also made against the making of 
agreed charges on refinery products. This complaint has also been 
made by Saskatchewan. It follows therefore that Alberta must be 
taken to be advocating an increase in the rates on crude oil since | 
the low level of the rates on the finished products are already 
complained about. 

With regard to its complaint about the reasons advanced by 


the railways for the making of the agreed charge on refinery 


products from Fort William to Saskatchewan points, Canadian Pacific 
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submits that Alberta's complaint really points up the difficulty 


of giving effect to its contentions. The agreed charge on 

refinery products from Fort William is complained of on the ground 
that it provided increased competition for Alberta refineries. It 
cannot be expected that Alberta's proposal would not be opposed 

by industry elsewhere in Canada. It is the difficulty of reconciling 
the conflicting interests of industry together with the need of 
providing revenue for the railways which makes it practically 
impossible to arrange railway services and rates so as to benefit 


particular areas, 
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CANADIAN PACIFIC LINE NORTH OF LAKE SUPERIOR 


In the brief of Saskatchewan many references 
are made to the so-called "Bridge" or "Wilderness" between 


Bastern and Western Canada comprising the Canadian Pacific 


railway line in the territory between Sudbury and Winnipeg. 


a. 


On page 5, it is stated that 1,000 miles of wilderness, 
yielding relatively little in the way of revenue freight, 


separates Saskatchewan from the industrial areas of Ontario 


pend Quebec. On page 6, the statement is made that as a 
matter of national policy, the Government of Canada determined 


that a Transcontinental railway should be built wholly within 


on te 
> 


Canadian territory rather than follow the more obvious route 
which would have necessitated a portion of the line passing 
= 

through the United States. This, it was stated, was done at 


“very considerable cost, not only in construction around the 
> ie 
Becky north shore of Lake Superior, but in operations since 


‘that time o 


| This matter is again referred to on pages 79 to 81, 


inclusive, of the brief. On page 81 the statement is made 
“that the construction of the Canadian Pacific to the north of 
the Great Lakes was dictated by national policy and can only 
Rie justified as in the national interest. lt is further 


stated that the costliness of the construction through these 


“regions accounts toe a considerable extent for the fixed 


charges of Canadian Pacific and is reflected in railway rates. 


Berscyer {t is said the hundreds of miles of Shield bridged by 


the Canadian Pacific remain unremunerative in terms of traffic and 


‘thus not only the fixed charges but also the operating costs of the 


‘region fall upon traffic which originates or is destined elsewheréo 
at 


at At page 103 of the brief, the position is taken with % 
ee definiteness" that the high cost of construction ae a 
ae in the region north of the Great Lakes can in pei sense 
| e Prairie region and "This route was eee 


Be iss national policy and the Prairie region ought not $e pay 
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Number 
of Tons Number 
of Originating of Tons 
Area Trettic Per Mile 
mween Sudbury and Port Arthur ......... 1,308,087 2,425 
except inc Sudbury and Port Arthur) 
et Arthur, Fort william and west Fort william 745,331 -- 
Setween West Fort william and | Winnipeg... 850 , 923 1,974 
| anil west Fort William and Winnipeg) 
Between pmabury and Winnipegs ..44.s%.s4.. 2,904,341 2,991 
fm ooPt ing Sudbury and Winnipeg) 
Province of Manitoba ............. eat 3,191,671 1,698 
| - Eee P oka GONCWAN 4 sew ess 04 alee a 0,082,412 1 tol 
Mee) «CAlberta ......... Aaa 6,892,240 2,629 


lile it may be that in the development of this country, 


6 Prairie Provinces, this, 


nd in the Prairie Provinces, 
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ditional cost as a result", 


It is quite apparent, from many of the statements made 


the 


eyear 1948 the number of tons of traffic originating on the 


aereunder : - 


One method of determining the value of a line is the tons 


. 
| 


‘aken 


filderness between Sudbury and | 


ver Mile of originating traffic. During the year 1948 the so- 


a this subject, that those making them are not properly informed. 


affic originating in this area was not as abundant as that in 


however, is not now the case, During 


ines of the Canadian Pacific in the so-called unproductive area 


with the tons per mile, is shown 


called 


Vinnipeg originated a larger amount 


tonnage per mile of railway than any of the Prairie Provinces 


individually or collectively. There is no reason to believe 


not continue in reasonable relationship with the Prairie 


Winces, 


18 


ral and western Canada to be as high 
ines in the United States. Reference is again 


den of overcoming the da 


it can be called a b 


| Ritiated railway 1 
to po. 52-55 of the Appendix to Part I of the Sub 


greater than if an alternative route through the United 


of the Great Lakes had been used. 


mission. 


at the tonnage produced in the area between Sudbury and Winnipeg 


Vanadian Pacific submits that there is no evidence that the 
jsadvantage provided by the operation of 


Tailway through the so-called "wilderness" north of Lake Superior 


States 


At all events that burden, 
urden, has not caused railway rates between 
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as those on the more fortuna- 
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GRADE CROSSING ELIMINATION 
SME NAT LON 


At page 3935 of the transcript, the Brief of the Province 
of New Brunswick recommends that all level crossings be eliminated 


within a reasonable period, with Government assistance if necessary, 


and that in the interval ali crossings be protected by electric 
Signal devices, Again at pages 5979-80, the Province states, 
after pointing out that there are approximately 32,000 railway 
crossings in Canada, that the most dangerous should be eliminated 
by grade separation, while the latest type of flashing light and 
sounding alarm should be placed on the less dangerous ones. It 
recommends that the Federal Government should take the initiative 
in a program of this kind, with 70% of the cost to be borne by the 
Federal Government, 10% by the Provinces and Municipalities and 20% 
by the Railways. 
Under Sections 256 to 267 of the Railway Act, the Board of 
Transport Commissioners is already vested with full power to order 
grade crossing elimination or protection by automatic signal devices 
or otherwise, whenever the Board deems such measures necessary on 
grounds of public safety. Thus no change in the Act is necessary 
in this respect. | 
A policy of grade crossing elimination has been maintained 
by the Federal Government for many years under Section 262 of the 
Act, which provides for the establishment of the Railway Grade Crossing | 
Fund, This fund is replenished each year by an appropriation of 
$500 ,000 from the Consolidated Revenue Fund of Canada, and is 
administered by the Board of Transport Commissioners, which has power 
to make contributions from it to aid in actual construction work for 


the protection, safety and convenience of the public in respect of 


level crossings. Under the Section as it now stands, contributions 


from the Fund are limited to 40% of the total cost of actual 
construction work with a maximum to any one project of $100,000. 


Every province is at liberty to make additions to the Grade 


Crossing Fund upon its own terms, and Subsection 2 of Section 262 


F. 
7 
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provides that conditions and restrictions made and imposed by a 


province in respect of its contributions shall be observed by the 


Board. It is thus within the power of a province to expedite grade 


crossing protection within its boundaries, Nevertheless the Annual 


Reports of the Board indicate that no province has ever taken 
advantage of this mportunity by a contribution to the Fund. 
The cost of a grade separation dependg upon conditions 


at the point of crossing, but in recent years the costs of various | 


projects have reached as high as $700,000 and an average might 


be estimated at $500,000. Similarly, the-cost of installation 

of automatic protection at grade crossings averages in the vicinity 

of $6,000. In the light of these figures the impossibility becomes 
apparent of eliminating or even protecting by automatic devices, 

all of the grade crossings in Canada. 

It is also evident that if an accelerated program of grade 
crossing elimination is to be eiertonoe it will impose upon the 
railways an insupportabdle burden of cost unless the limitations 

now imposed upon contributions from the Grade Crossing Fund are 
altered. The usual practice of the Board in grade separation and 
protection cases is to apportion between the railway and the highway 
authority, the balance of cost remaining after contribution from 

the Grade Crossing Fund, and when the total cost is from $300,000 

to $700,000 this balance is very substantial. Canadian Pacific submits 
that the limitation of $100,000, which was fixed by an amendment 

to the Act in 1928 (Chapter 43), has become absolete by reason of 
increased costs of construction. Moreover, the imposition of any 
fixed maximum amount is illogical and should be deleted from Section 
262, If it is proper for a percentage of the cost of a grade 
separation to be assumed by the Grade Crossing Fund, it is manifestly 
unfair to prevent that percentage from being granted because of the 
operation of a fixed limit in the statute. The result in such a , 


ease is to throw an undue burden upon the railways. 


The reason advanced by the Province of New Brunswick for 
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ie oposing an increased program of crossing protection and 


Pye manation is “the improvement of highways, and of motor vehicles, 


ta king average speeds much greater" (Transcript p. 3979). 


Canadian Pacific desires to emphasize that every highway improvement 
pe? 


has, among other things 


— 


» the effect of facilitating the operations _ 


es its competitors on the highways, Highway movements are yearly 


/ ee 


becoming more extensive and more within the Provincial and Dominion _ 
‘fields of responsibility, In addition the number of motor 
vehicles using the highways is steadily mounting. On the other 


—— 


“hand, while the railways are at present carrying more traffic 
_ than in former years, this is being done largely by the operation 
of longer trains, so that there hasbeen no substantial increase 
“in the number of trains operated. Thus the additional hazard 
that may now exist at grade crossings cannot be said to be 
attributable to the railways. It would be most unjust to 
‘burden eth ian te with large increases in costs due to greater 
| hazards caused entirely by the increased motor traffic. The 
protection against this increased hazard should largely be 
provided by the highway authorities, which can then pass on to 
highway users the added cost attributable to their use of the 
crossings. Modern highways have been required in the public 
interest, and protection against the added risks should be borne 
by public funds. Canadian Pacific therefore agrees with the 


proposal of the Province of New Brunswick that contributions 


from the Grade Crossing Fund should be raised from 40% to 70%. 

On page 3980 of the transcript the Province of New 
ee proposes that the cost of grade crossing e liminationsa 
should be apportioned, after contribution from the Grade Crossing 
Fund, 10% to the province and municipalities and 20% to the 
allways . - 
It has always been the practice of the Board to examine 


sh Peaelts of each crossing case coming before it to determine © 
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the manner in which costs of improvements should be shared among 
the interested parties. When it is considered that there are 
frequently six or more parties to such cases, with various degrees 
of interest and responsibility, it becomes clear that the power 

of apportionment should be left to the Board and that any attempt 
at a fixed formula would be unfair and impracticable. Moreover, 
an apportionment of 20% of the cost to the railways would in 


itself be unreasonable. As pointed out above, the railways 


ee a 


have not been responsible in any way for the need of increased 
erossing protection, and the provinces and municipalities should 
_ in large part assume this burden, 
It is worthy of note, however, that in this submis sion 
New Brunswick is in favour of part of the cost being assessed 
against the province. This is a departure from the position 
assumed by provincial authorities for many years, that as the 
Crown is not named in Sections 256 to 267 of the Railway Act 
no provincial contribution toward the cost of crossing improvement 
may be ordered by the Board even in respect of a provincial 
highway. Under the present wording of the Act, the Board has 
been obliged to uphold this position (Deloraine v. GoP Re, 
' 46 C.R.C. 48 and other cases), although in some instances the 
difficulty has been overcome by the voluntary consent of the 
province to assume part of the cost. However, while in theory 
the Board should have freedom to decide on grounds of public 


safety alone, whether protection or grade separation is or is 


=.= = °° ° 


not to be undertaken, it has in practice been hampered in many 
cases by the fact that provinces have refused to contribute. 
To rectify this situation Canadian Pacific submits that the 
Railway Act should be amended to permit assessments to be made 


against the Crown in respect of improvement of railway crossings 


on provincial highways. 
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INCIDENCE OF FREIGHT CHARGES 


Regardless of who pays the freight bills, it is submitted 


that in the long run and in a very real sense freight charges are 


borne by the consumer, In this respect transportation, as an 


jement in the cost of production, does not differ from other 


elements. 


. It would appear that this fact has been overlooked by 


for example, the farmers in Western 


Inasmuch as production is called into existence by con- 


‘Sumer demand and the limits of production costs which can be 


recovered in the sale of goods or services are governed by what 


the consumer is willing to pay, the costs of production are passed 


on to the consumer. The consumer is not concerned with the relative 


amounts of the elements of production costs, but only with the total 


price he has to pay. It makes no difference to him whether the 
Price he pays covers low rents and high transportation costs or 
high rents and low transportation costs. Consumer demand sets the 
price in the first place and the choice as to where and under what 
Mee inctances production will take place, rests entirely with the 
Bieducers. The profit incentive will induce producers to locate 
where their total production costs, of which transportation is only 
ne item, will be least. 

: The significant fact is that density of population and 
large consumer demand have created high land values and high rents 
in the areas surrounding the large consuming markets, These high 


rents have made it possible for producers to operate profitably in 


their higher transportation costs. 


a 2 
| oe remote from the markets where land is cheaper, notwithstand- 


The truth of the statement that transportation costs are 


rne by the consumer is quite apparent in times of rising prices 
len markets tend to favour sellers. Its validity, however, is 


etimes obscured by the temporary shifting of economic forces in 


7 ie Sd YS 1? 


- a 


r 7 


- 


CNA 


ou!) oe Pont. ome 


(OM @ 


avr) ace 
- +h 


tertadet ale? 


tau) ont 

by a me 
encod. oily y 

iota 7 

> 28 fired ¢@: 

7 a 4 - 
naz il ba-wani 
_ i 


a ee . 


= 1h2 = 


times offalling prices when markets are more favourable to buyers, 


In a buyers’ market some Producers will have difficulty in 


mecovering, and some will be unable to recover, 


their full costs 
of production from consumers, 


In a sellers? market , it is 


2 ae tvely easy for the producer not only to recover his costs, but 


The economy is not static, The forces of 
supply and demand are usually shifting one way or 


aiso to make a profit, 


the other in 


varying degrees, but always toward a balance and always toward those 


uses of land, labor and capital (which includes transportation) 


where they will create the maximum Satisfaction of consumer demands, 


In circumstances where a producer, owing to mis judgment 


or to changes in demand and supply, is unable to recover production 


Costs through the market from the consumer, the producer bears that 


portion of his costs which he is unable to pass on to the consumer, 


It is unrealistic, however, for him to single out one element in 


pais costs of production, such as transportation, and to say that he 
Pays this cost and that his other costs are borne in whole or in 
part by the consumer, The producer's loss must be attributed to 
@ll of his costs, of which wages, materials, taxes, interest and 
depreciation on investme t, would generally far outweigh transporta- 
Bion costs. This is borne out by the fact that producers, who are 
mear their markets and have low transportation costs, suffer losses 


as well as producers who are far removed from markets and have high 


transportation costs, 


Rats of living in particular cities. Third, is a study of the 
} 
: 
| 


Influence of freight rates upon the cost of living and on 
‘the prices of particular commodities. 


The material below is divided into four parts. There is 
First of all, a study of the movement of the national average of 
he cost of living in Canada. Secondly, there is a study of the 
= of particular groups of components in the cost of living, and 
nally there is a study of the price behaviour of particular 


Modities based upon a field study made in the summer of 1949. 
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nal Index of the Cost of Living 
The index of the cost of living was remarkably stable through 
the years 1943, 1944, and 1945, 


This Stability extended through the 


first quarter of 1946, but thereafter change took place rapidly, 


Between March and December 1946, the index rose by seven points; 


between December 1946 and December 1947, by 18.9 points; and 


between December 1947 and December 1948, by 12.9 points. The 
increase from December 1948 to August 1949 is about 4 points. 


Will be seen, therefore, 


It 


that it will prove extremely difficult in 


such a period of generally rising prices to measure the effect of 
the freight rate increase at April 8, 1948, 
The method adopted was to make a centred 12-month moving 


Beare of the index from January 1946 to date to see if there was 
any abnormal departure of the index from the smoothed curve directly 
after the rate increase went into effect. The graph which will be 
found at p. 160A herein shows that there was not. The monthly 
index of the cost of living at May and June 1948 lie right on the 
centred moving average. Thereafter, there is some departure, but 
its obvious cause is that the index ceased to rise from October 1948 
to May 1949, 
This is a negative demonstration only. Freight rates may 
have some effect on the movement of the cost of living index: but if 
at exists it was too small to show up in this test. 
Variation in the Cost of Living Index in Various Cities 

The Dominion Bureau of Statistics publishes eight indexes 
bf cost of living for the following cities: Halifax, Saint John, 
lontreal, Toronto, Winnipeg, Saskatoon, Edmonton, and Vancouver, 
should be understood that these indexes are not directly 
Omparable with each other. Each one is tied back to its base at 
he years 1935-1939. They are extended to provide an answer to 
Baio question - that is to say, if it cost $100 to maintain 
gZiven standard of consumption at August, 1939, how much would it 


st to maintain the same standard of consumption in the same 


ities at some other date? 
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At August 1949, these cities arranged themselves in 


ascending order of living costs on the base August 1939 equals 


100, as follows: Halifax, Winnipeg, Edmonton, Toronto, Saint 


John, Saskatoon, Vancouver, and Montreal, Montreal has actually 


_ been higher on this comparison than any of the other cities in 
with rather substantial transportation advantages, the explanation 
for its relative increase in expensiveness must be attributed to 
some other factor. The most likely explanation is, of course, 
that the changes in cost of living are te result of the whole 


play of economic forces upon the various cities, and that Montreal, 


pp every year since and including 1940, Since it is clearly a city 
for various reasons, had a greater increase than any other city, 
perhaps because of its position as a manufacturing center, but 
ypossibly for other reasons as well, 

A second approach to this problem is to check upon the 
percentage increase in the cost of living between some chosen 
period before the freight rate increase went into effect, and the 
ost recent period for which data are available after it. Two 
omparisons were set up. The first was between the calendar year 
947 and the average of the three months June to August, 1949, 


The second was between the average of the three months January 


vo March 1948, and various dates down to June - August, 1949. 


“Of the two, it was felt that the latter was the more trust- 


jworthy comparison. The index had been so violently disturbed 

ain 1947 that it seems safer to take a short period just before 

the rate increase went into effect. Since the cost of living 
S measured at the first of each month, the base period then 


as, effectively, two months away from the increase in 


reight rates. 
| When the calendar year 1947 is used as the base, then 
le increases in the cost of living index to June - August 


h9 were least in Halifax, Toronto, Saint John, and Saskatoon 
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in that order. 


On the other hand when the months January ~ March 


1948 are used as the base, the lowest increases are shown in 


a 


Saskatoon, Saint John and Halifax.» Itewill-be seen that three 


ut of these four cities are in areas from which there is 
complaint concerning the incidence of freight rate increases. 
In fact, Montreal which was already above these other cities 


an the first quarter of 1948, had-a Sharper percentage increase 


to June - August 1949. 


In only one City does there seem to be a clear indication 
that living costs have increased more than in the others. This 


ais Vancouver and there appears to be an increase of about 


36 percentage points over the unweighted mean for the eight 
ities, One could not assume that this resulted from the 
change in freight rates any more than it resulted from the 
general business boom in the area. Statistically it seems to 
be a minor but significant departure from the mean. 

Similar tests were made of percentage changes in the 
cost of living index from January - March 1948 to the third 

and fourth quarters of 1948, and to the first quarter of 1949, 
They show a fairly significant shifting as between the cities, 
For example, the change in the index for Saint John, N. B. 
between the first and third quarters of 1948 was greater than 
any other city. In the next two quarters the change was less 
shan average. Winnipeg, on the other hand, showed the least 
- between the first and third quarters of 1948, but it 
fettles thereafter at something between fifth and sixth position 
" the size of the percentage change. Saskatoon shifts about, 
oving from third position up to seventh, back to fifth, and 
ganding in second place in the amount of change to June - August 
so. In other words, there are many factors which affect the ad 
of living index and even if freight rate costs were a 


enificant factor in that index, that effect might be neutralized 


other factors. 
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Behaviour of Compone 


rn et arts of | the Cost of Living Index in 
the various cities first Quarter 19048 to dJune-Aucust 1 


é o 
The easiest way to see what has happened to the component parts 


of the cost of living index is to examine the table given below in 


= 


march the movement of each separate component of the index is shown 


Por each city. The interpretation of the table is fairly easy; taking 


s . 
@olumn one as an example, it shows that the percentage increase in 


food costs in St. John was less than in any other of the eight cities, 
The increase in the food index for Toronto stood next in line and so 


1 through Saskatoon, Halifax, Montreal, Winnipeg and Edmonton which 


are tied, to Vancouver in which costs were highest. Similarly in fuel 
and lighting Halifax has the lowest Percentage increase in its cost, 
followed by Winnipeg, Montreal, Saint John, Vancouver, Toronto, 
‘Edmonton and Saskatoon. Inspection of this table will show that it is 
very difficult to relate it to any one Single factor of cost such as 


transportation, 


Ranking of Percentage Increases from January-March 1948 to 
June-August 1949 in the Various Segments of the Cost of Living Index 


mn Diy CTGE CSOT Sh CaS Aes Slee 

House Furnishings 
City Food Fuel & Lighting Clothing and Services 
mealifax 4 1 8 ,. 

Saint John 1 4 ‘i dk 

Montreal 5 3 1 z 

Toronto 2 6 4 6 

Winnipeg 6 2 é 4 
Saskatoon 3 8 3 8 

Edmonton 6 7 3 3 

Jancouver B 5 6 uf 


A field Study of the Price of Individual Commodities 
A field study of changes in retail prices since the freight rate 
Mcrease took effect in April 1948 was made during the summer of 1949. 


in attempt was made where possible, to get prices as of October in 


947 and in 1948 and in June, 1949. The commodities to which attention 
given were principally those on which there was a national market 


Ridin it would be possible to make nationwide comparisons, About. | 


i initial organization with help, which is 


ix weeks was put in on 
atefully acknowledged, being given by the Dominion Bureau of 


atistics and by the Wartime Prices and Trade Board. The study 


eluded shoes. men's suits, a heavy household appliance, carpets, 
9 


c ,6Jlen)s 


teoPi’ a; . 
é iartay 40 J 


cad 
TOV 


Lome ov 


4G biel? ’ 


~—- 


by te biel? 


elts vood si 
J 


w SDE Shw- 


are BAel pe : 


A Lag | onei 


e7o7 sd ‘bavow- . | 


_ 


Tan oy 
Aa ies gag wo 
era 


, der 


¥ 
i 


ead : i i 
ae 


5 yor @ Taree 


=a ter 


automobiles, cement coal, apples and potatoes, 


as to shoes: It was not Possible to get comparable prices on 
Women's shoes. These are Style items 
7 i 


Which never last through more 
than two selling seasons 


(roughly a calendar year); but it was 


bf 
possible to cet five different men's shoes on which comparisons could 
be ‘made, At the most the freight cost on a pair of shoes will not 
exceed 18 cents a pair. 


It is therefore one of the negligible factors 


Pun 1 the cost of all except the cheapest work shoes, All other shoes 


produced and marketed upon a national basis, 


Most shoe merchants allow 10 percent on the f.o.b. factory cost 


to cover sales tax and transportation, Very few of them made any 
¥ 


change in mark-up when the last rate increase took place, 
; 


few who did, the most common was 


For those 
to lift that percent from 10 7 > ae i 


The most common retail mark-up was 50 percent, Those stores which 


felt that they had an exceptional range in styles and sizes would 


usually allow 60 percent as a normal selling margin, Whatever the 


Particular margin chosen, it was applied less against any particular 


Shoe than it was against the average turnover. One of the better 
merchants actually made a practice of pricing his stock with the help 
of his salesmen without any reference whatsoever to the cost of the 
zoods. He relied upon their common judgment of the selling quality of 


the goods rather than upon any mechanical application of a fixed mark- 
D. Even where merchants were less self-reliant than was this man, 
Bene were certain conventional prices or price ranges which were 
niformly regarded as being highly important. A shoe whose style was 
-* would bring from 50 cents to 1 dollar above the normal mark-up. 
me which did not have such sales appeal might be marked down by an 
jual amount so that it would sell more readily. 

Two general opinions were expressed upon the effect of a possible 
ME Shisneace in freight rates, The majority contended that it 
ant: matter less. The minority thought it would be most unwise 
- people were beginning to be resistant to rising prices. The 
of the minority was that the merchants had absorbed the last 
rease, but couldn't absorb another one. They felt that if prices 


@ raised at all, it should possibly be about 50 cents per pair 
e. 9 


rserIHASt 


Gi 4 48 b 


- 


uf goa bib As, 


add o8 dnue 


oe b 

qo [ots 1e4 

e 

nl senstoad, 

os a. 
oy @aol AA? 
o. 


witness stew 4 


7 
wi 
=< 
- 


. ° ¢ @ Ace CP § 


rl 
rog cxaAcgece we a 


iam Sivede 2% ; 
i on J afl 


_— 2 


» 1948; and $9,25 at June lst, 


1949. eeser October ist, 1947 with June Ist, 


1949, only two of 


seventeen quotations showed an increase in prices, 


Oddly enough 


th of those showing increases were in the Maritime Provinces: 


namely, Truro, N.S. and St. John, N, B, 


The highest price on each 


P the: last mentioned dates was in ot John, N.B. which is within 


one-hundred Miles of the factory, In other words, fifteen out of 


Seventeen merchants scattered 
aH “ 


increase in factory cost and the increased freight charge in order to 


across this country had absorbed the 


hold to a conventional price, 


It was significant that this shoe sold at the highest price 


q j La@ug 
16. 00 in St. John, 


Bs Bios Belleville, Ont., and New Westminster, 


B.C. On the other hand, it sold for $15.50 at Nanaimo, B.C., $15.00 
Trail, B.C. and $15.00 at Winnipeg, Man, 


The second shoe on which quotations were obtained had a factory 
price of $6.05 at October 1st, 1947, and $5.55 at June Uist. 1949, 
fifteen quotations were obtained in various cities across the 
country. On six of them the price was reduced between 45¢ and 55¢, 
ir nine of them it was reduced by $1.00 to $1.05. On another shoe, 
fhe factory price increased by 49¢. Retail prices showed no increase 


four cases, one increase of 80¢, three of $1.00 and one of $15.50; 
| It is clear, therefore, that in relation to these shoes which 
ave a national market, the transportation cost from the factory is 
relatively minor factor in price. It is not only very small in 
Besion to the factory price of shoes, but merchants do not regard 
* being one of the important factors in setting retail prices, 
“4 merely one of the minor costs which has an effect upon their 
schandising margin. 

Ee men's suits: Two men's suits with national markets 

re The first was a suit manufactured and sold at a 


form price in and east of Winnipeg, and at this eastern price 
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. 
plus $1.25 everywhere west of Winnipeg, The other was a suit which 
was sold f.o.b, factory and on which the dealer was allowed to make 


a Own prices, Men's Suits being a valuable commodity, 
sransportation upon the assembly of the raw material and the 
eens Shipment of the finished product is not important, 


Since it 


Something less than ] percent of the value, 


Where prices differed upon the first suit, it was to compen- 


gate for increased labour and material costs and transportation was 


= @ minor factor, In the case of the first suit, the higher 


- 


markup on suits sold west of Winnipeg was in part to offset the 


higher transportation charge, but most of it went to the dealer 
ina higher profit after such charge, 
In the case of the second Suit on which the dealer was 


free to establish his own selling price, the normal markup was 
an the order of 50 percent upon the landed cost, but there were 
Variations.as between cities and indeed as between merchants 
Within the one city. At October ist, 1947, when the factory price 

was $30.00, Seven merchants were selling the suit at between 

$45.00 and $48.00; fourteen sold it between $48.50 and 49.50 

and six between $50.00 and $54.00. The most usual price was 

$49.50. At June lst, 1949, when the factory price was $35.00, 

four sold it at $52.00-$5h.50: eighteen at $55.00-$57.50; and five 

between $58.00 and $61.00. The most usual prices were $57.50 

and $55.00. At both dates, some of the lowest selling prices 

flere farthest from the point of origin. As in the case of shoes, 

he pricing was a merchandising matter depending upon the store 

——- judgment of the merchandise, its sales appeal in his , . 
rticular territory, and his estimate of merchandising prospects, ; 
Bik, Widgets: In view of the necessity of preserving the 
Bas crice imposed by producers who were very co-operative in 


viding information but desired that their identity be not disclosed 


, 


iS portion of the submission uses the term "widgets" to describe 
leavy household appliance. The producers interviewed produce 


ween them about fifty percent of the total Canadian supply of 


idgets", 
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anufacturing Costs. One of the Producers gave inward freight costs as 
bout 13 percent, and outward freight on the finished product as about 
percent of factory costs, 


Both producers who are located in 


Ontario absorbed the 21 percen 


nerease in 1948 because they thought it necessary under the competitive 


or aditions of the time, Both stated that they thought it would be 


Beeeeary to absorb another 20 percent should it occur. 


ices in 1948, but both said it was to cover increases in labour and 


Beerial costs. 


Both raised 


Producer "A" establishes a base price in Southem Ontario and sells. 


n the rest of Canada, excluding British Columbia, at the base price plus 


0.00. In British Columbia it sells to the jobber at jobbing price and 


he Baeter is completely free to establish his own wholesale prices and to 


1 uggest (or fail to suggest) the retail price. In fact Widget "A" sold 


| Trail at $1.50 and in New Westminster at $5.50 below the maintained 


rice in Alberta in June 1949. 
d Out of the $10.00 added to the base pricé for areas outside Souther 


ntario, $6.00 is retained by the Producer, probably to cover the cost of 
Berations of its warehouses and of the movement of the goods to the 
farehouses from the factory, and $4.00 goes to the retailer. Out of that 
jum the retailer is required to pay transportation costs from the 

farehouse to his store. 

| Producer "B" had a slightly different selling policy. He establishec 
‘uniform price over the whole of Canada east of the Alberta-Saskatchewan 
order. In distribution in Alberta the price is $5.00 higher. The basic 
vement is in Carload lots from the factory to the distributors! 
arehouses in Calgary and Edmonton. The dealer pays the net price at 

Boe points plus less than carload freight costs beyond. The aim is to 
ep the same percentage mark-up as between dealers in different 

ei In British Columbia the producer sells to a jobber who is free 
a 


set the prices as he sees fit. All the retail prices collected in 


ish Columbia were made at $15.00 above the maintained price in and 


wy Saskatchewan. 


The $10.00 De oe laate by Producer "A" is obviously not related to 
rhe 9 ge n 


sport costs alone. If it has any justification at all, it is in 
SU ‘ 


For example at June lst, 1949 it 


ation to higher marketing costs» 
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a Ls 38 er unit ch 
ky 3 *¥ to ship to the Company's Saint John, N.B. warehouse 


P carload lots, and $1.69 to ship l.c.l. from there to Sydney, N.S. The 


gat transportation cost to Sydney was therefore $3.05 per unit. There 


no net saving in transport costs from the use of a Maritime warehouse 


Shipments to Sydney because the 1.¢sl. rate to Sydney was actually 7¢ 


unit less than the combination of carload and 1 


¥ eCols rates via Saint 
hn . 
The transport cost of laying down a widget in Regina was $5.22 per 


nit, based on a carload movement to Winnipeg and less than carload movee 


ent to Regina. The transport Saving over a through 1.c.l. shipment was 


J 
2e)/, but it is seen that only approximately one-half of the $10.00 


ssessed against the Regina consumer was necessary to cover transport 


osts from the factory. To Lethbridge, the actual transport cost was 


« ’ 
6.84 per unit, being based on a carload movement to the warehouse at 


dmonton and less than carload movement beyond. 


ae 


To Trail, B.C., the freight rate as at June 30th, 1949, based on a 
arload movement to Vancouver and an 1.c.le movement to Trail was $9.19 
pper unit. After the removal of the Mountain Differential this was 
reduced to $8.51. The whole saving was absorbed by the trade and none was 
passed on to the consumer. 

, For the city of Vancouver itself, the transport cost per unit from 
Mie factory in carload lots was $5.27. 

Producer "B" followed a slightly different selling practice. All 
‘shipments to the Maritimes are made in less than carload lots but the 

| mpany computes the freight to Moncton and absorbs it. The dealer is 
quired to pay only the difference between the freight rate to his own 


and the rate from the factory to Moncton. If the dealer takes a 


irload, the company pays all freight charges. 
In the West the company maintains a branch warehouse in Winnipeg; it 


3 a distributor at Edmonton and Calgary; and a jobber representing it in © 


lcouver. On a shipment to Regina, the Total freight charge, carload to 


Biped and 1.c.l. beyond, is $8.27. On distribution in Alberta the 


ibe is stated to be $5.00 higher in order to cover frelget eee eee 


hough in fact, distribution is made from Edmonton and Calgary. 
act, 


Wa'Vancouver the freight charge per untt was $6.35 as at June 30th, 


- , $8.2 herefore on sales in Vancouver 
Di date it was $6.2h. 
Jo After that 


76 t of the total surcharge of $15.00 is made for reasons other than 
7 ou oO ’ . 
sport ee On distribution in outlying points, however, the total 


tht t comes close to the amount of that differential. At Trail, 
-—0G COS 4 
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example, total transport costs per unit 
9 


carload to Vancouver and 1.c.l. 
[frail, amount at the present time to $13.48, It is therefore probable 
at some element of additional margin is present on all sales in British 
dumbia. In the major market of the lower mainland and Vancouver Island 


e@ margin is nearly as 
4 


Sreat as the transport cost, 
to Carpets: It was necessary to find a carpet which was sold nationally, 


lich could be readily identified by merchants all over the country, and 


ich had been in fairly good Supply over the past two years. The 


nufacturer of the carpet which was finally chosen was relatively un- 


poperative, but adequate information was developed from the dealers on 


free sizes of this standard carpet. 
Attention was paid only to household carpets. There is also an 


Mportant industrial market for carpets sold to hotels, theatres, and 


Other large buildings. This is however a separate market and was not 


covered in the Study. Sales are made directly in the latter market and 


ach contract is a separate bargain. Household carpets on the other hand 
I 5 p 


re sold generally through merchants to the ordinary private consumer, 


e usual terms on which sales are made to wholesalers are at discounts 


pf 20 and 2 percent from the manufacturers! list price. Large retailers 
and chain stores get discounts of 15 percent. Individual retailers 
tormally get 10 percent, but sometimes for reasons which are not 
ticularly clear, are able to get 15 percent. All sales are made i <Ge0e 
@ctory and therefore the same carpet may have a different landed cost in 


Same town depending on the marketing channel through which it reached 


hat town. 


5. 


The 9' by 12' size had, at June lst, 1949, a list price of $66.00. 


| 


Mis is an increase of 19 percent over the price of $55.50 at October lst, 


Pe The chance was. made.in two steps at, April and September, 1948, 


Pst to $61.00, and then to $66.00. In June 1949 this carpet sold 
aes « oP ra 3 a — 


‘oss Canada at prices ranging from $87.50 to $115.50. A total of twenty- 


Piotations were collected--two at $27.50; one at $92.50; three at 
5 at § 00 and one each 

200; two at $98.00; seven at $99.50; three at $100.00 

5104.50, $109.50 and $115.50. 

Transport cost amounted to but 5 percent of the laid down 


Bae +h goods at the most distant points so that the determining 
C e | 


| 


wayoneY pains; —ty-=% aye <7 
| okey af a a thasetvas wl ‘sudan. 
f ae do! cy tp. a shoes at Sinton. Ler! “bint 


del 7*#Vvoeeurs hia Bask CA boat =ayegt: ai* In epx ia 


te a | 


7 ‘ 
Sebsah Ick baw Gstew tence 4 bxEd. apordbaadoen 
bea rE 74009 2 ive. Le ernetision F zi gir 
‘i. i } - ry a ~ = i me is: .T. 
wit : ne 1ERQ A yO! VICGUe. ioe 
4 : 
e 4 > ‘wi | 717") S 
3 r 
i? ; 7) 
~c 
a fia 
m 1S mn 
- ” 
+7 
~ 


(i 4enemiee) 
‘os aereg Je 
mn neo Teg > ba 
on 867078 Te 

i penres, OF J93 
= “eelo ef 


A 7 
Sit) stole tsas | 


: : ibneqeb, awot 
, 


ty St 4 Oo 
'o #enet9 Rk 
mn ¢ew ennerte 
it bas ,OOske 
‘ ) opoing te hp 
iesifee omy enofi 
“e Ves (00.889 %s & 
‘cis tue 08 20, 
N0..029 iin ingame S600, mre 
. | J208, 63 28 


_ 


Ws» 


count, 


For example, this carpet 
which was produced in Toronto Sold at 


| $95.00 in Vancouver, 
gripes and Fort William, but at $99.50 to $100.00 in Trail, 


and Halifax, 


port costs at Arpil 1948 was at most 454, 


Calgary, Montreal, Sydney, The increase in trans- 


| Asked whether freight 
| ate increase will be Passed on merchants Stated that that will 
| jepend upon Marketing conditions, That is to say if demand is 
‘ie they are likely to be increased in price but if demand is 
. zt. is unlikely to result in an increase, Merchants state 

| 


What an important factor in price for house furnishings is 


Eaton's Catalogue. Aggressive dealers try to price competitively 


While the others do not and are content with a higher markup 


pon a smaller volume, 


(BS_to Automobiles: The retail prices of automobiles are set 


the producers, To the list price at the factory there are added 


ales and excise taxes, a uniform delivery and handling charge of 


bout $10.00-$12.50, and a freight allowance which is slightly 


B excess of the actual freight charge. Since the freight allowance is 


Lightly more than 100% of the actual freight charge, it means that 
here is a slight increase in the distributing margin as the actual 
mpeight paid increases, Because of the nature of the automobile 


isiness, it is quite impossible to say anything of the net margin 


deals they make on second hand cars traded in against new cars 


ld 3 


° 


Inward freight on parts and supplies is a negligible 


stor in automobile production. One maker gave it as 0.42 percent 


the list price of the factory before taxes. 
In Western Canada there was a fairly considerable agitation 


| by dealers. The dealer's margin is affected by the kind 
ne dealers for some scheme of freight equalization. In other 
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parts of Canada, dealers accepted the last rate rise with 


equanimity. The market was strong, freight was a relatively 


small percentage of the retail selling price and sales were not 


affected at all, They further Stated that a second increase of 
20 percent at the present time would not curtail Sales. At 
Nanaimo fer example, which is one of the points in which freight 
cost is highest, dealers were not concerned by freight cost, 


but were quite interested in the removal of sales and excise 


taxes which press with a far greater weight. 


As te Cement: Portland cement is a heavy cemmodity on which 
transpert costs might be expected to bear very heavily. Inward 
_transpertation cost en coal and other supplies is aeaeys and 
cement is alse a heavy commodity of low value. ! 

Current trade practice east of British Celumbia is 
te sell on an f.o.b. mill basis, but with freight allowed te 
destination. this basis permits the company to alter its mill 
net price as between cities and there seem to be good indications 
that at the berders of the market, the company shrinks its mill-=net 
price in order to compensate in part for outward transportation. 
costs. 

The dealer is a very important factor in the marketing 
ef cement because of the nature of the product. Unless carefully 
stored, it will deteriorate in quality. The company is therefore 
compelled to give the dealers considerable leeway. Prices to 
censumers vary sharply even within the same town, depending upon 


the competition between dealers and the competition of other 
building sede About 30 to 40 percent of the cement produced 
is currently used in residential construction and therefore the 
competition of other materials is a very serious facter. If, fer 
example, lumber prices were to fall sharply, it would inevitably | 


have an important influence upon the marketing possibilities of 


cement. 


Ti 
9 
— : _ 
! . 


; on : 
letw ably ote~ test 4Gr farhsaton mgt Seeds 


: 7 
) 


of ' : : a . hes alt : 
oN oe oP Saw GAG Sent. ures ane at Gas 
lf ied 
JG" Ree Te Oy 
= ian 


‘ 7 
% 
oq 652 TR Peep 


i Perret «ee 
‘ - ve 
, Meedig it 2b") 


oo 5 mt Ls . ; 

} vue i 
not dotiw | 

ab ; - 

7 ere oy | 

r: yar tA Gee > o? 


ae : 


bad 
na go Ife 


feo li ant 


az ball 6 


(TAY exemueER 
relat ieqrtes 
; i 


otredam path 
6) 


- 155 - 


eg markups vary as between cities ami sometimes 


within the sane city. The low seens to be about 20 percent. 


The middle group runs between 25 and 33 percent. In one 
Maritime city the markup ran as high as 55 percent, and in two 
others, 39-40 percent. wuite sharp differences are made as’ 
between customers taking different quantities. For example, 
in one of the cities in which markups were high, carload lots 
were sold at 41.03 per bag. Lots of one-hundred bags and over 
were sold by one dealer at ~lo.lO0 and by another at #1020 per 
bag. For small lots the price quoted by two dealers was $1.30, 
but the third cuoted #l.20. It may be added that markups tend 
to vary. In one Maritime town the markup in the fall of 1948 
was 50 percent. At June 1949 it was down to 20 percent. The 
cause was principally the intensity of competition as between 
dealers. 

It would therefore appear that even in relation to a 
product like cement, the marketing margins were more important 
than the increase in freight rates made in April 1948. This may 
appear as a rather startling statement, but it is borne out by 
the facts. 

As to Coal: The best coal of the Maritime Provinces is produced 
in Cape Breton and is sold f.o.b. Sydney. The wholesale price 

to dealers there was $10.20 for screened lump in October, 1947, 
$10.60 in October, 1948, and $10.85 in June, 1949. Freight rates 
to many centers were between 1.50 and $2.40 per ton and were 
increased by a further 20¢ in April 1948. Freight cost was at a 
maximum of 19.3% of the mine cost plus freight to destination. 

In the same period, dealers' margins increased anywhere 
from: no increase at Truro; 15¢ at Saint John; to a maximum of $1.05 
at Edmundston. At no place was the freight rate for the haul to the 
distributing center as great as the dealer's margin. The minimun 


margin on landed cost was 23 percent, the maximum 38 percent. This 


is illustrated by Table l. 
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In Ontario the dominant coal consumed as household 
fuel is American Anthracite, 


7, 


Its price at the mine for nut 
and egg sizes has changed from 11.00 at October 1, 1947 to 
$11.75 at June 1949, at that later date the freight from the 
mine to Toronto was $4.62, dealer's mrgin $4.32. At Bellville, 2 
Ontario, the freight at the same date was $5.16 per ton, the 
dealer's margin $4.53, 

Good price series were got on Drumheller coal at 
October 1947 and 1948 and June 1949, The mine prices on such 
coal were $6.60 per ton in October 1947, $7.80 per ton in October 
1948, and $7.95 per ton in June 1949, a total increase of $1.35 . 
In the same period the freight charges increased by 25¢ tut the 
dealer's margin increased by $1.40 (from $2.30 - $3.70) in Trail, 
by 40g (from $3.00-$3.40, having touched #5.90 in October 1948) 
in Saskatoon, and by 20¢ (from $3,60-$3.80) in Regina. 

fhe tables make clear that the increase in freight 
rates is a very minor factor in the change in prices of coal 
in any of the towns shown in the tables attached to this part 
of the Submission, 


In Table I relating to coal in the Maritime Provinces 
the ee tenant between the increase in freight charges and the 
total increase in prices between the dates shown in the tables 
vary from a rtinimum of 10.5% at Edmundston, N.B., to a maximum 
o7.25.5% at Truro, N.S. 

In the case of Table II, this variation is from a 


minimum of 8% at Trail, B.C., to a maximum of 14% at Regina, Sask. 


As to Apples: Apples are the most important fruit produced in 

(eS nated DEAS | 

Canada, and two major areas, namely the Okanagan Valley in British 
3 


Columbia and the Annapolis Valley of Nova Scotia, depend upon 


distant markets whether domestic or export. Of the two, the 


British Columbia producers have had by far the better organization 
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and the widest distribution, British Columbia apples are 


sold at a premiun Tight into Nova Scotia, They are therefore 


the best basis for a test of the effect of freight rates. 
The trade practice is for the wholesaler to add 
15 percent to his cost and the retailer to add 25 ars 
Since apples are a highly perishable product, the trade paid 
-relatively slight attention to past history of prices and were 
concerned entirely with the present position an the future 


possibilities, However, it was possible to get some series 


Showing the changes which took place. 

So far as can be determined, the last freight rate 
increase had no effect upon marketing policies. Prices in the 
1948-49 season f.0.b. Kelowna were from 4 to 25 percent above 
the prices on the preceding season. The increase in freight 
charges on apples shipped from Kelowna to Moncton, N.B, 
was 17¢ per box, i.e. from 81¢ to 98¢ per box. At that price 
they were able to sell in competition with local fruit and 
command a premium which more than compensated for the higher 


freight cost. 


While dealers attempt to maintain roughly uniform 
markups, there is in the fresh fruit trade an extreme variety of 
behaviour. Some figured their markups upon the higher prices, 

some took an unchanged mark-up in money and therefore shrank 
their markups percentagewise while others actually reduced the 
markup in money. It is therefore clear that other merchandising 
factors were quite important in dealing with this commodity. 

It is probable that with other conditions unchanged, 

an increase in the tpahate charge would have reduced the area over 
which apples can be distributed, but conditions of supply and of 
demand vary so sharply from year to year, that it is very difficult 
| eneralization upon the influence of transportation 


to make any g 


j i les. This is particularly true: 
charges upon the final price of app 


4n a period of high income and of rising prices such as the present. 
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As to Potatoes: There are four areas in Canada which 


produce potatoes for other than local. sale. They are 


Prince Edward Island, New Brunswick, Southern Alberta and 


the Okanagan Valley. Prince Edward Island and New Brunswick 


are able to command premiums in the eastern market. Dealers 
stated these pre 


miums as being approximately 10¢ per bag on 


Prince Edward Island potatoes and 5¢ per bag on New Brunswick 


potatoes. The Okanagan Valley is Similarly able to obtain a 


premium over potatoes 6rown upon the coast. This premium 

exactly offsets the freight charge into Vancouver, 

In Eastern Canada the general impression is that 
prices in the Montreal market set the level for all producers. 
Since they are purely market prices, they are set to equate supply 
and demand and pay no regard whatever in the short run to costs. 
Shippers count upon receiving the Montreal price less freight, 

' but there are fairly substantial variations in the shipper's 
margin which can move between 2 and 25¢ per bag with 10¢ aa a 
usual figure. It follows that the price to the farmer depends 

in part upon the shippers spread. For comparison, it may be noted 
that the increase in the rates from the Saint John River Valley 
to Montreal at April 1948 was 43¢ per bag. There is also some 
variation in wholesaler's margins. 

The indications are that there is a firmly established 
Central market price. Therefore producers receive that less 
freight charges and less a variable amount as shipper's margin, 
In the submission of Canadian Pacific the following 


conclusions can be drawn:= 


First: Over the long term, the incidence of freight rates has been 


-ypon the consumer. 
Me aeaniye Upon manufactured goods, transportation costs are a very 


minor part of the overall cost of distribution and they tend to be 


far over-shadowed by changes in the margins taken by retailers. 


4 ) t, it is still true 
Thirdly: On basic commodities such as cement, 


j reater than an 
that variations in dealers’ margins have been g Dy 


Miarease in freight charges made at April, 1948. 
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THE ECONOMICS OF SUBSIDIES 
ON DOL DIES 


Many of the submissions to this Commission have taken 
the subsidies presently given by this country as part of the 
given institutional structure and have gone on from there to 
Suggest very substantial increases in the total amount to be 
paid. The Province of Nova Scotia has made a number of 
_ recommendations for help to it (and to the other Maritime 
Provinces) which involve the payment of additional subsidies. 
The one paragraph which deals with their implementation treats 
_ the raising of the funds as a mere matter of routine. 
< If the adoption of any of the measures 
advécated in this submission requires the 
furnishing of financial assistance from the 
Dominion. Treasury to the Railways, it is 
respectfully submitted that such assistance 
should be given. 
The Province of New Brunswick has asked for a drastic 
extension of the Maritime Freight Rates reductions in its 


transport costs.” 


The Province of Manitoba contemplates the possibility of 


Bi eoct loans to Canadian Pacific in order to make it possible 
for it to get capital for expansion at less than market rates 

in lieu of such an increase in its earning power as would let it 
raise money through the normal channels .° It has also suggested 
the possibility of a regional subsidy if earnings in Eastern 
Canada stay low, rather than an adjustment in the general level 


of rates to bring average earnings up to a desirable level.4 


The Province of Saskatchewan urges that "an effective freight 


rate reduction at least equal in degree to that provided for in 


the Maritime Freight Rates Act, shall be made applicable to all 
freight shipments (other than those covered by the Crow's Nest 
P g or entering the Prairie Region."° 

ng 


Pass Agreement) leavin 


This is, they say, "of paramount importance. 
‘... 3 


Submission of the Provinces of Nova Scotia, Sept. 7, 1949, p. 42. 
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The Province of Alberta, while it has not entered a direct 


and explicit claim to subsidies, definitely does not rule them 


ef 
out It has, moreover, put forward the suggestion that the best 


_ answer to existing deficiencies in earning power is such a vast 

Qut-pouring of capital funds within the Province as to amount to 

a very great subsidy indeed,8 

The Province of British Columbia seems to suggest an 

‘ equalization of all class rates at the level now in existence 

| in the lowest rate territory; and a subsidy to make that level 
effective throughout the country.? 

Subsidies are not a remedy for existing discontents which a: 

few suggest haltingly, and with diffidence; they seem to be looked 

on as a sovereign and universal remedy to be applied in any necessary 

degree, and without limit as to time. It is true that some of their 

proponents showed themselves aware that there are objections to the 

use of subsidies; 19 but, with or without that preliminary bow to 

the canons of financial orthodoxy, they all, with one accord, accept 

the subsidies already in existence and look to see what more can be 

got. It therefore seems desirable to examine subsidies as a fiscal 

device and to make some estimation, however rough , of the effect 

which a radical extension in their number and in the amounts given 

under them would have. 

For present purposes, a subsidy may be defined as a payment 

made out of general taxation by a taxing authority in respect of the 

production, distribution or consumption of goods, services, and 

other economic advantages when it would be possible to allocate 


the actual costs to those who enjoy the goods, services, 


7. ‘Transcript, Pe a pants 

8. Tpid. PP o 1957 an bd : 

‘9. ranscri t, PPo 2371-2, 2584-5. ipt 3947. 

L Scets Protéssor Love, of New Brunswick, seé cranscriet. Pe 47. 

? See also the Manitoba's Submission of Sept. 12, Chapter X, pe 12. 
Manitoba's Submission 
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and adventages in direct proportion to such enjoyment. = SYS 


that definition, the free use of a sidewalk is not a subsidy because 


it is not possible to charge the passer-by directly for its use. 


The nearest approach that can be made to charging for what is 
received is to assess the property owner for the Lngy and that 
F is normally done. Water may be furnished on a flat charge basis 
80 long as use is relatively equal, on the ground that it is ; 
_ expensive to furnish a metered Service; but it is noteworthy that 
88 soon as air conditioning Systems make that hypothesis less 
tenable, meters are again put forward as the alternative to a 
very costly increase in the water pumping and supply system. 
4 A’ subsidy differs from these border-line cases in being a 
; conscious attempt to develop a different economic pattern than 
would be expected to work itself out. Taxation is levied to raise 
funds, and monies are paid out directly or indirectly to those 
who would otherwise have been expected to pay for what they receive. 
The motive behind the granting of the subsidy is relatively 
unimportant. tt may be an attempt to make direct transfers to 
those who are regarded as being in special need. It is therefore 
the assumption by the taxing body of what has been rakepaae in the 
past an an obligation of charity. Pensions to the blind may be 
_ taken as an example of this kind. 
The motive may be to control the manner in which people 
who are in no special need spend their money. For example, during 


the late war, a subsidy was paid upon the consumption of fluid milk. 


It was a subsidy paid to all consumers. Since the period was 


one of full employment at high and rising wages, and since taxes 


were increasing at the same time, it was an example of governmental 
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Cf. the following opinion from the article on subsidies appearing 
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direction applied to people in employment to determine how they 


should spend their own earnings. Since all consumers received L¥ 


it followed that many of them were far above the income level 
at which the subsidy could be expected to have any effect on their 
pattern of expenditure. 
The motive may be to make payments to larger social groups 
ed large areas of the country on some general basis and without 
any demonstration of need, or any attempt to reduce the amount of 
subsidy paid, even if some substantial proportion of the recipients 
_ of the subsidy can be proven to be above the national average in 
income. 

Whatever the reason, subsidies are now paid and in increasing 
amount, and the appetite for them seems to be increasing even more 
rapidly. Without any claim to being exhaustive, the following 


examples may be listed of subsidies currently being given = 


The protective tariff 

Production and transportation of coal 
Production of steel 

Production of butter 

Production of potatoes 


Production of gold 


Shipment of feed grain into Eastern Canada and into 
British Columbia 


Maritime Freight Rates 
Highway transportation of goods and passengers 
Air transportation 


Inland water transportation 


Housing 


The production of fish 


The marketing of apples in Nova Scotia 
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While this list may not be completely inclusive, it 


Covers the major part of the Subsidies now given. It is also 


fairly obvious that unless there are reductions in this list this 


country will have gone very far toward a denial that the price 


system is either an effective instrument for the distribution 


of the national preduct or that material rewards are a necessary 


incentive to continuity of effort in any one narrow function 


inside a whole Society. If there is a radical extension of that 
list it can only come as an acceptance of the view that this 


country ought to move toward a socialistic system. Here is 


a primary decision in social policy which must be faced directly 
and at the highest levels. It cannot be settled by the continuous 
addition of one subsidy to another - especially when the purpose 

of many of the subsidies presently proposed is to neutralise 

those already given. 

The initial effect of any subsidy is to give to some group 
what it could not otherwise have at all, or have so easily, and 

to assess the cost of that gift against others. It is therefore 
immediately beneficial to those who receive it, whereas the costs 
tend to get spread over a large number. In the long run, the 

result is to retard the redistribution of population and of economic 
effort in response to current conditions. Its long-run effect 

must therefore be to bring about a cumulative reduction in the 
productivity of the country. This is the major ground for 

opposing the granting of subsidies; but there are also a number 

of other considerations which in their sum are alone sufficient 

to deny their value as an instrument of social policy. 

First of all, it is impossible to calculate the net’ subsidy 
eceived by any one interest if more than one subsidy is given. 
single subsidy is not subject to any deduction. When a second 
subsidy is added, it is paid in part out of taxes levied on the 
The more subsidies are given, the less 


ceivers of the first. 


s the net value of any one of them to their nominal receivers. 


Pane end one comes to a situation in which the effort necessary 


protect and, if possible, to increase one's own subsidy plus 
3 


ne Zs a a 
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/Whe additional taxation necessary to pay all subsidies, over- 


‘hope any net gain received and one is left with a ateaatten 
> baa 7 


eo eds 
am which all would gain from a wiping of the slate. 


a. Secondly, the existence of any one subsidy is a powerful 


ee emmont for the granting of subsidies to others. It may be 
_ Simply because the defence against such grants has been breached, 


» that anyone with a claim feels that he has a fair chance to press : 


Successfully. It may be that the existence of a subsidy 
one interest creates a competitive inequality so that some 
Esther interest asks for a subsidy also te restore the old position.12_ 


Thirdly, attempts to redistribute income on this scale 
_dnevitably involve a growing burden of taxation. The net benefits 
Ses 


from Subsidies defy measurement because it is not possible to say 


i 


carat the society would have been like if it had been allowed to 

| eetelep without them. The one certainty in the situation is that 
: those who are engaged in the collection of taxation have to be 
Eeoported out of its proceeds and are not available for the 


production of other values in the commercial and industrial 


system. The very weight of this taxation and the difficulty 


of satisfying the rules and regulations of the various taxing 


authorities provide one more hurdle for the small enterprise to 


< 


clear, and slows down the creation of small businesses which, 


in the aggregate, contribute heavily to the total volume of 
r 


employment. 


vale f the Province of Manitoba for the subsidization 

2a | eed pig: chop in Eastern Canada where subsidized motor — 
and water competition are most severe, is of this type. a 
aS See the Submission of September pe Chapter hs Po 12, 
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Perhaps the most serious aspect of subsidies (and the 
taxation to support them) to a country like Canada which depends 

so heavily on international trade is the fact that they are, in 

the long run, inconsistent with the permanent interests of the 
country. At some stage in their development a choice must be 

made between permitting the full development of such trade and 
limiting it in order to produce those internal transfers of 

income to which the government has committed itself over the years, 
International trade is not consistent with drawing the economic 

life of the country under the control of its central government. 

It is possible to argue that the process has already gone too far 
and should, in justice to those who depend on export production, 

be reversed; but it is not possible to argue that countervailing 
subsidies should be paid to export producers. At some stage in the 
building of such a complicated administrative structure of taxation 
and subsidies, international trade will find the administrative 
hurdles too high to surmount. 

What has been said above is not a denial that any subsidy 
is ever justified, nor is it an attempt to deny the stresses which 
are set up in a society relying upon prices for its balance and 
control when substantial changes are in process, It is the much more 
limited statement that subsidies are, by their very nature, so 
dangerous that they must be treated with the greatest circumspection. 
The problem is not how to find some worthy recipient of them, it is 
how to keep from developing 4 whole chain of subsidies which grow in 
number and in size until they become unmanageable. 

When some large area is faced with a sudden and deep readjust~- 


: ment which is too great to accomplish in the time available without 
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» & Subsidy is desirable to cushion the 
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Brave social dislocation 7 
Shock which is otherwise inevitable, ; 


For example, the decline in 


income in the Prairie Provinces between 1929 and 1932 was based on | 


two factors, the decline in yields and the decline in price. Either 


one might have been supported with difficulty had it been experienced 


eo 


aiene. Together they were overwhelming. It was proper under such 
a situation to attempt to break the Sheck and to bring about a more 
erderly readjustment than would otherwise have been possible. 
When subsidies are so used, there should be a direct grant 
- Siven solely on proof of individual need, and to be in regularly 
decreasing amounts with as time limit on its life. This does not 
mean that there may not be occasions when subsidies should be 
reviewed, and, if need be, extended in the light of new conditions. 
It only means that no subsidy should be set up without a time limit 
so that the receivers of it do not develop a vested interest in it. 
It should also be clear who pays and who receives; and that the 
receiver is not to lean permanently on the public purse. 

When a subsidy has to be given, the fact should be faced 
honestly and the subsidy given directly. When, for example, there 
is agricultural distress, the response to it is a subsidy paid 
to those agriculturists who are in need. When the attempt is made 
to give it indirectly by compelling a reduction in one of the elements 
of agricultural production cost, as for example, the Crow's Nest 
Rates on grain, then not only is the subsidy shared by many who are 
not in need, but the impact on other shippers is very much greater 


than if the necessary subsidy had been paid directly from the 


public purse and its burden spread over the whole economy. 


The opinion? of the Board of Investigation and Research 


upon this point is submitted as pertinent: 


nd 


” Public Aids to Domestic Transportation (Washington: 79th Cong. 
= lst House Doce No. 159) ppe 88~9- 


S635. 


. 


. i - . 4 : j 7 "I : a . 
er : - 7 4 
+? Bebe 0) Leet eas ‘4 ehiedue a 


mi ‘aaliech nt .efasags und : 


tad? 2 ase | Amy And 


ea e: tJ ‘ ined @v ‘ 
. Ne 


_ stig one’ ; 


P? ee 


~ 169 - a ‘ ; 


The indictment of ¢ @ strenc 
one, to be disrega ranspertation subsidies is a strong 


rded only where there are clearly over- ; 
os a Ph goliae objectives which could not othesei acne attained 
See apaatr fe oe it is well to guard against the inclinatior 
ea ote y © benefits associated with transportation aids, 
daa ° vonne of these benefits is the costs which are 
x vy to obtain them. Public policy should aim to foster 
ye € relative development of each available kind ef transportation 
according te its capacities for contributing économically and 
Br tessively bo the transportation system -- all costs considered. 
4 m seeking this end, it is important to avoid the tendency, 
= where public expenditures are involved, to exalt the benefits 
> and forget the costs, which are no less real when they are borne 
e by others than those who use the transportation facilities. 


° ° ° ° ° ° ° ° ° ° ° ° ° ° © ° ° 


A sound and adequate domestic transportation system is most 
q likely to result if the users of each means of transportation 
=e pay the costs which are fairly attributable te their use. 

aaa Maldevelopment and waste are almost certain te accompany the 
provision of transportation facilities from public funds at 
taxpayers! expense, for then the surest guide to sound 
expenditure is denied -- the calculated judgment of trans- 
portation users who indicate their preferences by an effective 
a economic demand. Not only is there the possibility that 

cs ~ transportation facilities will be overdeveloped in the aggregate; 
as it is more likely that the different types will not be properly 
a developed relative to each other -= with the result in either 
a case that the over-all costs of transportation (public and 
Ey private) are increased. 


The sound general principle, therefore, is to withhold 

Subsidies to domestic transportation rather than to grant them. 

Subsidies are at their best when they are extended temporarily 

to cope with emergency conditions, or to give an initial 

; impetus te a new form or facility of transportation which holds 

promise of becoming an essential part of a sound and adequate 

system. On the other hand, financial aids are likely te be 

at their worst when they must be continuously extended to 

enable the subsidized type to make its way in the competitive 

transportation system. If a particular kind or facility of 

transportation does net require a subsidy for its proper 

sustenance in meeting essential public needs, an unnecessary 
bounty is conferred. If a subsidy is required to sustain 

a certain type of transportation, the question shifts to whether 

there is a real and compelling public need for the particular 

transportation facilities which are thus made possible. 


q . This is not a new problem nor one peculiar to Canada. It has 


been met many times, in many different guises in many countries; but 


always the answer is the same. Subsidies are dangerous. They are to 


be used only with caution and with a clear appreciation of the danger 


that what begins as an honest attempt to help the unfortunate may 


end as a cancerous growth. 


mee The alternative to a policy of subsidization is to allow the 


— ting price system to work. One can admit all its drawbacks and- 


et4ll make the economic case for it on two grounds. ‘the first is 


4t compels the taking ef corrective steps as soon as disequilibrium 


levelops When government price-fixing and subsidization are used, 
: ° 

t >» inevitable tendency is to postpo | 
pat could have been done in small 


ne politically unpleasant ac to 


until it becomes tnescapable. 
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corrective steps becomes a landslide, 


The second is really another aspect of that first 


point == namely the self-cleansing capacities of a free price 


system. Those whose incomes are a charge on the public purse 
are not given to removing the source of their livelihood at the 
earliest moment that it can be dispensed with. It is so also 
with the receivers of subsidies, There are always reasons why 
Subsidies should be continued, and if they are continued they 
end by growing themselves and by contri buting to the creation of 
ethers. “hat form of waste is much sooner extinguished where 
responsibility is concentrated and where waste cannot be 
cempensated by drafts upon public revenues. ‘lhe result is that 
under a price system the community is healthier and more 
preductive than it could otherwise be. It gets a greater product 


from the same effort than it possibly could if it refused to 


submit to this continuous cleansing process. 


CoFeHe CARSON 
F.CeSe EVANS 


OF COUNSEL FOR CANADIAN PACIFIC 
RAILWAY COMPANY. 


MONTREAL, Que., 17th October, 1949. 


APPENDIX 
QUTLINE SUBMISSION 


PART II 


The following submissions outline the position of the 
Canadian Pacific Railway Company in regard to certain matters set 
forth in the outline of submissions made to your Commission by 


provincial governments. 


1. The submissions of the Province of Alberta. 

Part III of the Outline of Submissions by Alberta deals 
with rate-making principles and the rate structure and includes 
€ight specific recommendations. 


(i) Establishment of uniform mixing privileges 


throughout Canada. 


The Canadian Pacific Railway Company has no objection 
to the establishment of uniform mixing privileges throughout Canada. 
However, it has never been possible to obtain an agreement between 
shippers in the East and those in the West as to the basis upon 
which uniformity could be achieved. The Board of Transport 
Commissioners has ample authority to hear any complaint with 
regard to mixing privileges and no guestion of economic or other 
policy such as would require the intervention of your Commission 


is involved in this submission. 


(ii) Revision of the Canadian Freight Classification 


to set up rate classes on the percentage system. 


While this recommendation is not specific it no doubt 


refers to the desire of Alberta and possibly others of the 


Provinces to adopt rate classes on the pattern of the system used 


in the United States. The Canadian Pacific is not opposed to 


ae 


a review being made by the Board of Transport Commissioners of 


the Canadian Classification. It points out, however, that the 


setting up of additional classes based upon the so-called 
percentage system will involve the elimination of a great 

many commodity rates and re-Cclassification of many of the 
commodities in the Canadian Classification. This is a 

matter which is entirely within the powers and functions of the 
Board of Transport Commissioners which is eminently fitted 
because of its technical staff and experience in such matters 
to deal with it. Moreover, Canadian Pacific points out that 
there is no subject with regard to which time and experience 


is more necessary than such a study. It accordingly submits 


thatthe subject is not one falling within the powers of 


your Commission nor is it, in the submission of the Canadian 
Pacific, a matter whichshould be dealt with by your Commission 
even if it had power to do so, 

(iii) Unification of class rate scales into a 


single scale equal approximately to existing 
Town Tariff or distributing rate scale levels. 


Canadian Pacific, in its recent application to the 
Board of Transport Commissioners for Canada for an increase 
in freight rates, has indicated its intention, along with 
Canadian National Railways and the other railway companies 
parties to such application, of submitting a plan for 
equalization of certain rates as between different parts 
of Canada. 

The Board of Transport Commissioners in its 
General Inquiry undertaken in pursuance of Order-in-Council 
P.C. 1487 has undertaken a "waybill study" based upon five 


test days, namely: October 13, 1948, January 12, 1949, 


April 13, 1949, July 13, 1949, October 12, 1949. 


“le ev wore 


am Gre 


This waybill Study involves the collection by the 
railways of all of the waybills covering traffic moving on 
the test days with a view to determining the amount of traffic 
moving under the various tariffs on file with the Board 
together with other data upon which it is possible to determine 


much of the information essential to a measurement both of the 


revenue effect of changes in the rate scales and the extent 


to which differences in such rate scales are reflected in the 
charges borne by shippers in different parts of the country. 
No unification of class rate scales into a single scale could 
safely be undertaken in the absence of such a study. The 
technical work and an evaluation of the results of the 

study are eminently matters for the Board of Transport Com-= 
missioners and their powers under the Railway Act are entirely 


adequate to afford any relief sought in connection therewith. 


(iv) The extension of such single rate scale 
to all distances within Canada in order 
that it may apply as a maximum to the 


The position of the Canadian Pacific with regard to 
this item is the same as with regard to Item (iii). Many 
difficult questions are involved in the suggestion of a 
single rate scale applying as a maximum to the present East- 
West class rates. The rates at present in effect are combina- 
tions of rates east and west of Fort William. East of 
Fort William the rates are in many cases "blanketed". 
Extensive study will be required by the Board and by the 
railways to determine the effect upon the shipping public and 


upon the revenue of the railways of any change in this system 


of rate-making. Studies of the established relationships 


oe 


as between various industries as well as the effect on other 


rate scales would have to be made. The Board of Transport 


Commissioners has adequate power to deal with such a 
proposal and, while the railways are not at the present time 
in a position to Say definitely what their views will be, 

it would in any case, in the submission of Canadian Pacific, 
be a mistake for your Commission to attempt to deal with 
such questions even if your Commission has power to do so 


under Order-in-Council P.C. 6033. 


(v) Alteration in the application of the 
constructive mileage principle from the 
deduction of a constant mileage to the 
deduction of a constant rate arbitrary, 
1eGo, the establishment of a more 
satisfactory tapering in the present Fort 
William and Vancouver terminal rates. 
The alteration in the application of the constructive 
mileage principle may prove to be academic in the event of 
an equalization of the class rate scales as between Eastern 
and Western Canada. The principle of equalization, if it 
can be achieved, would involve the elimination of constructive 
mileage between Fort William and Winnipeg and between Vancouver 
and Glacier. These constructive mileage arrangements are 
advantages enjoyed by Western Canada which must be evaluated 
in any equalization proposal. They are artificial in 
concept and in the submission of the Canadian Pacific, 
should disappear if equalization is undertaken. 


The establishment of distributing rates 
or suitable proportional rates in Canada 
on international traffic between the 


United States and prairie territory. 


The position of the Canadian Pacific is as set 


(vi) 


paragraphs 52 and 53. 


(vii) The treatment of interline rates on a : 
basis similar to the rates for Single 


line hauls. Distance used in arriving 
at interline rates should be the 


shortest route Over which carload 


traffic can be moved without transfer 
of lading, 


| nois is a very far-reaching proposal and involves 
the c 
we 


ompulsory making of through rates between all railways 


_-din Canada. The Railway Act by Sections 336 and 337 gives to 


the Board of Transport Commissioners all the necessary 


ice 
ad 


ut 


authority to examine and determine upon the desirability 


oe 


_ of carrying out such a proposale The position of the 


: P 
Canadian Pacific is that there is no need for the adoption 


SiGt such a sweeping general principle. The two principal 

_ railway systems in Canada are competitive with one another 
at all major points. Where exclusive points of one or 

other of the railways are involved, the railways have in 
many cases already established through rates and are prepared 
ee examine, in the light of such need, the establishment 

of through rates to other points where they do not presently 


exist. 


iii Competitive rates to be established 
a ceovdias to a standard procedure 

under wich relevant information 

would be filed with the Board to 

enable direct supervision of these rates, 
instead of the present practice of 
routine approval subject only to specific 
protests of shippers and other aggrieved 


arties. 


The position of Alberta regarding competitive rates 


it 3 that in the establishment of competitive rates it 


BOe650 Vil 
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that the railways must submit a Substantive application to the 


Board for approval of any competitive rates which the railway company 


intends to put into effect. The Board of Transport Commissioners has 


full power to deal with competitive rates so far as it is desirable 


to regulate the establishment of Such rates. Canadian Pacific is 


opposed to any change on the ground that it would curtail the 
ability of the railways to meet competition. The Board has full 
power to deal with such rates on proper eeonnne where unjust 
discrimination can be shown and where the rate sought to be 
established by the railways is either not necessary to meet the 


competition or is not remunerative, 


ee eens 


Part IV of the Outline of Submissions by Alberta as 
supplemented is sufficiently answered by paragraphs 36 to 39 


inclusive of Part I of this submission. 


Parts V and VI are sufficiently dealt with in Part I 


of this submission. 


Part VII is sufficiently answered by Part I of this 
submission but Canadian Pacific draws attention to the fact that 
Peon () of Part VII of Alberta's Outline of Submissions as 
supplemented is insufficiently detailed to enable Canadian Pacific 


to make any reply at this stage. 


Part VIII is answered by Part I of this submission but 
more specifically Canadian Pacific points out that a more rapid 
rate of tapering in the rates for longer hauls imposes an additional 
burden upon shippers having shorter hauls and at the same time 


imposes limitations upon the ability of the railways to meet motor 
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competition which is more effective in the case of short hauls 


than in the case of longer hauls. 


With regard to Item (d) Canadian Pacific suggests that 
if, as a matter of national policy, compensation is to be given to 
industry for the effects of the application of the customs tariff, 
such compensation should not be provided by way of lower freight 


rates or by way of a transportation subsidy. 


2. The submissions of the Province of British Columbia. 
ne tr rovince of british Columbia. 


The’ broad general nature of the submissions together 
with the difficulty of interpreting the exact nature of the proposals 
which will finally be made, make it difficult for Canadian Pacific 
to make submissions in reply. The following, however, will serve 
to outline so far as can be possible at present the position of 


Canadian Pacific. 


Canadian Pacific believes that the cost of service 
principle cannot successfully be applied in the making of freight 
rates. At all events such matters are, in the submission of 
Canadian Pacific, proper matters for submission to the Board of 


Transport Commissioners in its inquiry under Order-in-Council P. 0. 


1487. 


In this connection Canadian Pacific does not look 
upon the practice of the Public Utilities Commission of British 
Columbia in relation to motor carriers as necessarily supporting 
the position taken by British Columbia on the cost of service 
because motor carriers have not the same obligations as 


principle 


carriers as have railways. Moreover, Canadian Pacific believes that 
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carriers are paying their proportionate share of the cost of 
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eee Ohton and maintenance of public highways will disclose 
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that such motor carriers are being heavily subsidized bi hice 
ee 4 
ixpayers of British Columbia. 
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Canadian Pacific subscribes to the position taken by 


3ritish Columbia in the first complete paragraph on page 11 of 
‘ite submission. 


se The Outline of Submission contains on page 12 four 
_ principal points which in the submission of British Columbia 


warrant study by your Commission. 


As to Point No. 1 Canadian Pacific submits that the 
Board of Transport Commissioners is fully equipped to carry out 


any study as to the historical cash cost of railway properties. 


| lie 


, As to Point No. 2 the method and rate of jopesneeaeeda 
have already been under study by the Board of Transport Commissioners 
under Order-in-Council P.C. 4678 and are therefore inquiries under 
special law within the meaning of Section 3 of the Inquiries Act. 
“The submissions of Canadian Pacific on this matter will be found 


more in detail in Part I of this submission. 


As to Point No. 3 this involves a study which 
Order-in-Council P.C. 4678 has directed the Board to make. 


So far as these proposals involve the setting up of accounting 
Piassifications, the position of Canadian Pacific is set © 
out elsewhere in this submission. ~ han 
yi 

With regard to Point No. 4, Canadian Pacific notes — 
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requiring the railway companies to maintain their accounts in such 

a@ way aS to permit the determination of the cost of services 
Canadian Pacific does not believe that the cost ait service principle 
can be applied and in any case, if it is to be applied, any 
regulation respecting the system of accounts for that purpose is 


properly a matter for the Board of Transport Commissioners. 


ree 


So The submissions of the Province of Manitoba. 
ES rorince of Manitoba. 


The Brief of Points filed by Manitoba-is divided into 


two parts, that is to say, fourteen numbered paragraphs beginning 


on page 1 together with four separately numbered paragraphs beginning 


on page 5. 


Canadian Pacific submits that so far as is discernible 
from the Brief of Points referred to, many of the matters are 
within the jurisdiction of the Board of Transport Commissioners which 
has all the necessary powers under existing legislation. Other 
matters are presently the subject of inquiry by the Board of 


Transport Commissioners under Orders=-in-Council P.C. 1487 and P. C. 


4678. 


Dealing more specifically with the numbered paragraphs 
in the Brief of Points, Canadian Pacific points out that Points Nos. 
1 and 2 appear to involve a laying down by statute of standards of 


service and maintenance. Canadian Pacific takes the position that 


standards of service and maintenance are already, so far as is 

proper, within the power of the Board of Transport Commissioners 
“ I 

under existing legislation and, in particular, the question of 


maintenance standards is the subject of a review by the Board under 
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| Order~in-Council P.C. 4678, Canadian Pacific further. * pmits 


We 


; that Standards of service and maintenance can a i 
in a statute. They must be left to an administrative tribunal 
which can adjust its requirements to the changing needs /of the 


os public and the developments in the science of transportation. , ae 


3 s elves 


w. 


yg With regard to Point No. 3, if Canadian Pacific 
 eorrectly interprets it, the proposal is to make a vital change 
eh in the powers of the Board of Transport Commissioners with regard 
to the regulation of freight rates, that is to say,.the principle 


‘ of unjust discrimination, as distinct from that discrimination which 
i is not unjust, should be done away with and the Board left free only 
= ko deviate from the general principle of equality where regional 
costs, competition and the national policy require deviation toon 
a that principle. As Canadian Pacific interprets this submission, it. 
; is an attempt to make the Board and the railways the instrument ; 
of national policy and to impose on the railways a completely 
inflexible rate structure subject only to exceptions which the | 
railways must affirmatively establish by an application to the 


Board. If this is the correct interpretation of this submission, 


Ls 


Canadian Pacific believes it inconsistent with correct rate-making 


procedure and indeed inconsistent with that flexibility which is 


necessary if the changing needs are to be dealt with promptly by 


the Board and by the railways. 


Points Nos. 4, 5 and 6 are supplementary to the — ut 
Foints *0s° =: i 


proposal made in Point No. 3. In Point No. 6, however, the view 
is expressed that the principles to be applied are not to be. 
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in a statute they must be rigidly applied in order that uniformity 
of treatment in all cases may be established or, alternatively, that 
Such principles must be Surrounded by so many exceptions as to make 
the statute in effect meaningless, In particular, Canadian Pacific 
denies that the only provisions in the present Railway Act are that 
rates should be fair and reasonable and that no guidance ae given 

as to how these terms are to be interpreted. Canadian Pacific 
submits that the Railway Act and the jurisprudence of the Board of 
Transport Commissioners contain a very large number of additional 
principles which guide the Board in interpreting what shall 


constitute just and reasonable rates. 


With regard to Point No. 7, the Board of Transport 
Commissioners is conducting an inquiry under Order-in-Council P.C. 
1487 and this constitutes, in the respectful submission of Canadian 
Pacific, an inquiry regulated by special law within the meaning of 


Section 3 of the Inguiries Act. 


With regard to Point No. 8, Canadian Pacific makes the 
Same submission as with regard to Point No. 7 except that P. CG, 
1487 does not by its terms include an inquiry by the Board with 
regard to the rates for grain and flour moving under the Crowsnest 


Pass basis of rates. 


With regard to Point No. 9, the Board is now conducting 
an inquiry under P. C. 1487 and has adequate authority to deal with 
the establishment of additional classes in the freight classification 


if that should be shown to be desirable. 


With regard to Point No. 10, Canadian Pacific submits 


that the Board was directed to review the matter of depreciation 
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charges for rate-making purposes under Order-in-Council P. C. 


4678 and that such Order=in=Council constitutes an inquiry under 


Special law within the meaning of Section 3 of the Inquiries Act. 
Part I of this Submission contains the other submissions of 


Canadian Pacific in regard to this point. 


With regard to Point No, li, the Board of Transport 
Commissioners had evidence before it in the recent freight rates 


cases and has conducted a review of such questions pursuant to 


Order=-in-Council P.C. 4678, 


With regard to Point No. 12, Canadian Pacific concedes 
that legislation may be required if it is desired to establish 
a uniform system of accounts for Canadian railways. Its submission 
in connection with this point will be found in Part I of this 
Submission but Canadian Pacific in any case suggests that if there 
is to be additional legislation on this subject the accounting 
divisions ought to be left to regulation by the Board of Transport 


Commissioners and should not be set out ina statute. 


With regard to Point No, 13, the Board has ample 
authority under Sections 379 to 384 of the present Railway Act 
to reorganize or improve, if required, the form and content 
of statistical and accounting reports to be furnished by the 


railways. 


With regard to the second group of points, that is 
to say, the four points set out beginning at page 5 of the Brief 
of Points of Manitoba, Points Nos. 1 and 2 are matters at present 


referred to the Board under Order-in-Council P.C. 1487 and 
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Constitute inquiries under special law within the meaning of 

Section 3 of the Inquiries Act. In any event, such studies as 
are there suggested are currently being made by the Board and 
Canadian Pacific believes that duplication by your Commission 


of these studies would result in unnecessary delay and expense. 


With regard to Point No, 5, inquiries with regard to 
the standard of maintenance and the other matters regarding 
maintenance expenses have been undertaken by the Board pursuant to 
Order=in-Council P.C, 4678 and are therefore for the reasons given 
in regard to Points Nos. 1 and 2 matters which your Commission 


ought not to undertake, 


With regard to Point No. 4, the submissions of 


Canadian Pacific appear in Part I of this submission, 


4. The submissions of the Province of New Brunswick. 


Ten recommendations are contained in the Preliminary 


Submission of New Brunswick. 


Item No. 1 asks for the restoration of rate 
differentials existing in the past. This is a subject embraced 
within the General Freight Rate Inquiry undertaken by the Board 
pursuant to P. C. 1487 and is an inquiry under special law within 
the meaning of Section 3 of the Inquiries Act. In any case, the 
Board of Transport Commissioners has the power, knowledge and 


experience to deal with such a proposal. 


~ 


With regard to Items 2 and 3 Canadian Pacific is 


opposed to an extension of the principle of the Maritime Freight 


ons 
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Rates Act whether to goods imported from Central Canada or in 
other ways contemplated by Item 3. With special reference to 
extension of the Maritime preference to imports: from Central 

Canada, Canadian Pacific believes that in many instances this 


would be detrimental to the interests of industry in the 


Maritime Provinces, 


With regard to Items 5, 6 and 7, Canadian Pacific 
points out that these suggestions may involve subsidizing 
competing forms of transport in which event Canadian Pacific 
Suggests that additional subsidies to their competitors could 
only increase the cost of railway transportation to shippers who 


would not receive the advantage of alternative means of transport. 


With regard to Item 8, Canadian Pacific feels that 
the Board of Transport Commissioners have ample authority under 
the Railway Act to consider economic and geographic factors in 
fixing rates so far as it is proper for such factors to be 
considered by any administrative tribunal in the fixing of rates. 
Canadian Pacific further submits that it is wrong to impose on 
railway companies and upon the freight shippers of Canada any 
burden arising from economic or geographic disadvantages of 


other shippers or other parts of Canada. 


With regard to Item 9, this matter is already the 
subject of inquiry by the Board under P. C. 1487. Canadian 
Pacific submits that horizontal percentage increases are 
in most circumstances the fairest way of providing increased 
revenues through general increases in freight rates and no 
satisfactory alternative to such horizontal increases has 


been proposed. The Board has full power under the Railway Act 
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to make exceptions in proper cases and no amendments to existing 


legislation are necessary or desirable. 


re 


Se The submissions of the Province of Nova Scotia. 


s 
The recommendations of Nova Scotia are set forth in 


paragraph G of the Supplement dated 14th May, 1949. 


With regard to Items "G", 1 and 2, Canadian Pacific, 
as stated elsewhere in this submission, is opposed to any extension 


of the principie of the Maritime Freight Rates Act. 


With regard to Item "G" 3,Canadian Pacifie believes 
that it is desirable to promote the movement of import and export 
trade through Maritime ports but points out that it is improper to 
bring about such a result by establishing an unremunerative level of 
freight rates. Canadian Pacific recognizes that the competition of 
United States Atlantic ports is a factor to be considered in 
determining the level of freight rates on import and export traffic 
moving through Maritime Atlantic ports but it is opposed to freight 
rates being made the instrument of national policy to achieve this 
result because the imposition of an artificially low level of 
freight rates involves adding to the burden of the railways which 


must in turn be passed on to the other shippers using its services. 


With regard to Item "G" 4, it is submitted that this 
question is pursuant to Order-in-Council P.C. 1487 under inquiry 
by the Board of Transport Commissioners. The position of Canadian 


Pacific in regard to horizontal increases appears elsewhere in this 


' submission. 
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6. The submissions of the Province of Prince Edward Island. 


I 


Canadian Pacific does not operate on Prince Edward 
Island and its interest therefore is limited to general principles 


contained in the recommendation of this province. 


As to the recommendation in Part 2 Canadian Pacific 


is opposed to the amalgamation of the railway of Canadian Pacific 


with that of Canadian National. 


© 


As to the recommendations in Part 3 Canadian Pacific 
elsewhere in its submission has stated its position on the subjects 


of the Maritime Freight Rates Act and horizontal increases. 


7, The submissions of the Province of Saskatchewan. 
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The outline of submissions of Saskatchewan is set out 
under each of the sub-paragraphs of Clause 2 of P.C. 603535 and the 


reply of Canadian Pacific follows this order. : 


P.C. 6033 Clause 2(a) = An outline of the position of 
Canadian Pacific in regard to the proposals of Saskatchewan is set 
out in Part I of this submission. However, it should be pointed 
out that the railways have by granting special commodity rates on 
the primary and secondary products of Saskatchewan materially 
assisted in the development of its resources. Further, Canadian 
Pacific does not believe that the competition of ocean and lake 
carriers “is of little relative benefit to Saskatchewan" but on the 
contrary, is of the view that the competition and services of ocean 
and lake carriers have been and are of material benefit in reducing 
the transportation charges of Saskatchewan shippers particularly 


in regard to agricultural exports. Canadian Pacific also submits 
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that the line of railway north of Lake Superior has been of real 
on ot eee 
benefit to western development and has resulted in a acai 


higher level of freight charges than would be in effect if Unitec | 


_ States lines south of Lake Superior were used to join astern and 
Western Canada. The submission of Canadian Pacific on transportation 
AD 
Subsidies and the effect of East-West trade channels in Canada are 
"% 
outlined elsewhere in this submission, —— 


PoC. 60335 Clause 2(b) = The position of Canadian Pacific 
ae 
on the matter of competitive rates is outlined in Part I of this. ; 


submission. : 


P.C. 6033 Clauses 2(c) and 2(d) = In answer to the o 


submission of Saskatchewan, Canadian Pacific repeats the submission 


outlined in Part I hereof paragraphs 54 to 67. < 


P.Co 6033 Clause 2(e) - On the subject of the Canadian 
National-Canadian Pacific Act, 1933, reference is made to the antee 
mission in this regard in Part I paragraphs 68 to 74. Canadian 
Pacific submits that no useful purpose would be served through 


a study of unification of all railways under public ownership. 


P.C. 6033 Clause 2(f) =- In answer Canadian Pacific 


repeats the submissions outlined elsewhere in this submission. 
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